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FINANCIAL LITERACY: 
EMPOWERING AMERICANS TO PREVENT 
THE NEXT FINANCIAL CRISIS 


THURSDAY, APRIL 26, 2012 

U.S. Senate, 

Subcommittee on Oversight of Government 
Management, the Federal Workforce, 

AND THE District of Columbia, 

OF THE Committee on Homeland Security 
AND Governmental Affairs, 
Washington, DC. 

The Subcommittee met, pursuant to notice, at 2:33 p.m., in Room 
SD-342, Dirksen Senate Office Building, Hon Daniel K. Akaka, 
Chairman of the Subcommittee, presiding. 

Present: Senators Akaka, Begich and Johnson. 

Also Present: Senator Merkley 

OPENING STATEMENT OF SENATOR AKAKA 

Senator Akaka. I call this hearing of the Subcommittee on Over- 
sight of Government Management, the Federal Workforce, and the 
District of Columbia to order. 

Aloha and good afternoon, everyone. 

I want to welcome our witnesses to today’s hearing. Financial 
Literacy: Empowering Americans to Prevent the Next Financial 
Crisis. I want to thank all of you for being here. 

As many of you know, this is the Subcommittee’s fifth and my 
final, oversight hearing examining efforts to enhance the financial 
capability of all Americans. 

As Chairman, I have worked to promote financial literacy initia- 
tives that help American families make smart choices to invest in 
their futures. 

The recent financial crisis put to rest any illusions that we can 
ignore our Nation’s shortfalls in financial education without suf- 
fering serious economic harm. We must act decisively to make sure 
Americans are empowered to make sound financial decisions. 

The Financial Literacy and Education Commission (FLEC), 
which I worked to create in 2003, plays an important role in im- 
proving Federal coordination and collaboration on financial literacy 
activities. We must make sure the Commission has the funding 
and authorities it needs to fulfill its mission. 

To fully coordinate and streamline Federal financial literacy ef- 
forts, the Commission may need an independent budget rather 

( 1 ) 
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than just rely on contributions from agencies. It also may need en- 
hanced authority to coordinate member agencies’ actions. 

I want to close by noting that I have found it incredibly reward- 
ing to champion financial literacy and economic education during 
my time in the Senate. I am very pleased that financial literacy 
will continue to have a strong and dedicated champion in my good 
friend, Senator Merkley, who is here with us today, and my good 
friend also. Senator Ron Johnson. 

My passion for these issues is rooted in personal experience. 
Growing up in Hawaii, I was lucky to have parents and teachers 
who taught me how to save and raised me in a culture that valued 
saving and spending responsibly. 

Yet, despite these strong values, my family struggled with finan- 
cial insecurity, and we did not even have a bank account. My up- 
bringing informs my belief that financial literacy education efforts 
must begin at the local level with families and communities and 
with the Federal Government playing an important supporting 
role. 

I see my own parents in the millions of unbanked and under- 
banked families across the Nation. Often for reasons beyond their 
control, many hardworking people who do their best to provide for 
their families find themselves shut out of the mainstream financial 
system. This is where the Federal Government has a valuable role 
to play. 

I strongly support programs like Bank On USA, which have dem- 
onstrated how government can bring together local officials, non- 
profits, and private firms to work together to make sure all fami- 
lies have financial security. 

The sheer scale of our Nation’s financial illiteracy means a sig- 
nificant amount of work remains to be done. However, rather than 
be discouraged by the challenge ahead of us, I am really inspired 
by the dedicated witnesses here today, especially the educators who 
have graciously taken the time to appear before us today. 

I have faith that if we work together over the coming years, we 
can empower all Americans to make informed financial decisions 
and prevent the next financial crisis. I look forward to hearing 
from our witnesses today. 

I would like to now call upon Senator Johnson for his opening 
statement. 

Senator Johnson. 

OPENING STATEMENT OF SENATOR JOHNSON 

Senator Johnson. Thank you, Mr. Chairman. And aloha. 

Senator Akaka. Aloha. 

Senator Johnson. Aloha to everybody in the audience. I also 
want to thank the witnesses for taking time to appear before us. 
I will note that it looks like we may have some roll call votes about 
3:20 so that will probably disrupt things a little bit. 

I, like you, Mr. Chairman, have a deep-seated belief in the im- 
portance of financial literacy. But I do think we may have some 
disagreement in terms of whose role is it. Is this really a legitimate 
role of the Federal Government or is this something that can be 
much more effectively and efficiently handled on a local level? 
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One of the reasons I actually decided I could run for Federal of- 
fice like this is because in my 10 years leading up to running for 
election, I was heavily involved in local education, volunteering 50 
or 60 percent of my time on my last endeavor as the business co- 
chair of a Partners in Education Council. And almost the entire ef- 
forts of that council had to do with providing basic life skills, train- 
ing, and one of those key components was financial literacy. 

One of the things we talked about at the very end of that process 
was the next step after high school, a comprehensive counseling 
model to make sure that children and their parents had the full 
range of options in terms of what the next step after high school 
would be. 

So again, I think it is incredibly important to provide financial 
literacy training. But when you really start taking a look at what 
role of the Federal Government should be playing in it and when 
you take a look at our own finances here in the Federal Govern- 
ment, $5.33 trillion worth of deficit spending during this Adminis- 
tration, a $1.3 trillion a year deficit again this year, you really have 
to wonder, I mean, is this kind of the pot calling the kettle black 
here. I mean, should we really be relying on the Federal Govern- 
ment trying to teach our youth how they should be responsible? 

One of the key components in terms of young people starting 
their life successfully is not getting into debt. One of the problems 
we are finding is students taking on all of these loans and really 
digging themselves in a deep hole with not only credit card debt 
but again just taking a look at financing their education and taking 
a look at the type of degree programs that they are pursuing. 

A relatively depressing article was just released earlier this week 
from the Associated Press (AP). I do not want to quote the study 
because I do not think it is complete but it is basically reporting 
that current Bachelor of Arts (BA) graduates, only one in two are 
gainfully employed in the area of training. 

And if you take a look at just the average debt load of students 
graduating in the 2009-2010 school year from public institutions, 
is about $12,000, private is about $18,000. 

So again, we are encouraging our young people to pursue degree 
programs sometimes that are not particularly valued in the work- 
place, and we are also encouraging them to assume a fair amount 
of debt, and that is the Federal Government pushing that on them. 

So, I guess the thrust of my questions is going to be really about: 
Is this a real proper role for the Federal Government or not? And 
I just want to throw out, this is a little, I will not say totally on 
point, but I think it describes what I am talking about in terms of 
the role of the Federal Government, how effective it is — Pat, if you 
want to put that up. 

I have had my staff take a look at conditions, economic condi- 
tions from 1960 until today, from then versus now. If you take a 
look at three product areas, market areas that have basically been 
affected by the free market, clothing, food, and shelter in inflation- 
adjusted dollars the per-household expense for clothing, food, and 
shelter actually is below 1960 levels. 

Again, that is the power, the wonder of the free-market system 
in sharing the lowest possible price and cost, the highest possible 
level of quality and customer service. 
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In two sectors that the government largely controls, education 
and healthcare, you can see the difference. Education has gone up 
206 percent on a per-household basis. Healthcare is up 481 percent. 

So again, that sort of underscores the point, is government, is the 
Federal Government really the right entity to be pushing financial 
literacy. 

So thank you, Mr. Chairman. 

Senator Akaka. Thank you very much. Senator Johnson. 

Now, I am going to call on Senator Merkley for his opening state- 
ment. 


OPENING STATEMENT OF SENATOR MERKLEY 

Senator Merkley. Thank you very much, Mr. Chairman, and 
thank you for the series of hearings including the one today where 
we will also have a panel from the Consumer Financial Protection 
Bureau (CFPB). But thank you for your lifetime of leadership on 
financial education, going back to the Excellence in Economic Edu- 
cation Act (EEE) Act, if you will. The work that you did a couple 
of years later to establish the Financial Literacy Commissions. 

Like you, I was fortunate to have parents who stressed financial 
education from the very beginning. I think I was about 5 years old 
when my parents sent me to the bank to get my bank account, ear- 
lier than that I got my piggy bank, and they taught me to take part 
of every allowance and store it away, stash it away. And I am 
doing the same with my children today. 

But I must say the world has become a lot more complicated fi- 
nancially since I was a child. When I got out of graduate school and 
came to work for Secretary Weinberger in the Department of De- 
fense (DOD), at that point I applied for a credit card, and I was 
turned down. I applied for my MasterCard, got my rejection letter, 
said you do not have 2 years of work history yet. And so, 2 years 
later I applied again, got my credit card. 

What a difference from the weekly set of letters my children re- 
ceive trying to get them to open credit card accounts and with all 
kinds of different qualifications. 

We did not have payday loans, 500 percent loans preying on 
folks. We did not have deregulated predatory mortgages. We had 
a system of Savings and Loan where you deposited in your corner 
savings and loan and they provided a low-cost loan to buy your 
house. 

And as the complexity of the marketplace has evolved, we have 
not geared up financial education. Despite your best efforts which 
have been substantial, we still have not met the challenge. 

And so, I do look forward to trying to help carry forward the mes- 
sage, you have so clearly established, that financial literacy is a 
key part of preparation for living in a complex society. 

This whole set of lessons was reinforced when I was Director for 
the Habitat for Humanity and worked with many families who 
would not have been able to be homeowners. They worked in the 
service economy, did not earn enough in wages but for habitat in- 
terest free loans and sweat equity where the families help build the 
homes. 

But a key piece of those families being able to be successful, to 
make sure they were able to make their home payments lower than 
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the market but still substantial was financial literacy and that edu- 
cation that they went through as part of the habitat experienced 
was critical to the ongoing success. 

So, I do think this is extraordinarily important. I look forward 
to continuing to work on it. I think this is a bipartisan world in 
which education is so powerful and the quality of life, the quality 
of financial life that our citizens have. Thank you for your leader- 
ship. 

Senator Johnson. Mr. Chairman, I neglected to request that I 
received a statement from the Education Finance Council (EEC). I 
would like to have that included in the record please. 

Senator Akaka. Certainly. That will be included in the record. 

Senator Akaka. I now welcome our first panel witness. Sheila 
Bair, former chairman of the Federal Deposit Insurance Corpora- 
tion (FDIC) and Senior Adviser at the Pew Charitable Trusts. 

Nearly 5 years ago, Ms. Bair was sitting in that same chair ap- 
pearing as the lead witness at the Subcommittee’s first financial 
literacy hearing. 

Welcome back, Sheila, it is good to see you again. As you know, 
it is the custom of the Subcommittee to swear in all witnesses. So 
please, stand and raise your right hand. 

Do you solemnly swear that the testimony you are about to give 
the Subcommittee is the truth, the whole truth, and nothing but 
the truth so help you, God? 

Ms. Bair. I do. 

Senator Akaka. Thank you. Let the record note that the witness 
answered in the affirmative. 

Before we start, I want you to know that your full written state- 
ment will be part of the record, and I would like to remind you to 
please limit your oral remarks to 5 minutes. 

Ms. Bair, would you please proceed with your testimony. 

TESTIMONY OF HON. SHEILA BAIR,i FORMER CHAIRMAN, U.S. 

FEDERAL DEPOSIT INSURANCE CORPORATION AND SENIOR 

ADVISOR, THE PEW CHARITABLE TRUSTS 

Ms. Bair. Chairman Akaka, Ranking Member Johnson, Senator 
Merkley, Aloha. 

Senator Akaka. Aloha. 

Ms. Bair. Thank you very much for the opportunity to testify 
today on ways to improve the effectiveness of Federal financial lit- 
eracy initiatives and the performance of the Financial Literacy 
Education Commission. 

And may I also say it is a distinct pleasure to be your bookends. 
I was glad I has here at your first oversight hearing and I am very 
glad to be here with you for your last oversight hearing. Thank you 
very much for including me. 

As this Subcommittee knows, financial education has long been 
of interest to me. I have written children’s books and stories which 
deal with basic financial topics. 

I created Treasury’s Office of Financial Education when I served 
as the Assistant Secretary for Financial Institutions; and when I 
later became Chairman of the Federal Deposit Insurance Corpora- 


^The prepared statement of Ms. Bair appears in the appendix on page 49. 
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tion, I created an Advisory Committee on Economic Inclusion, or 
Come-In for short. This important committee helped guide the 
FDIC’s work in promoting a banking system which is inclusive and 
serves the needs of all Americans, regardless of income status or 
financial acumen. 

After many years of promoting financial education, we have 
learned some important things. For young people, building finan- 
cial education into core curricula and having it taught every year 
is more effective than “one-off’ financial education classes. 

For adults, financial education offered in connection with a spe- 
cific financial event, be it opening a banking account, applying for 
a credit card or taking out a mortgage, will be more effective than 
financial training which is offered in the abstract. We also know 
that financial education can make a difference though much more 
work needs to be done in defining and measuring the key metrics 
of success. 

For instance, when I chaired the FDIC, we completed a survey 
of adults who had completed our Money Smart curriculum and 
found that it did have a positive impact by making it more likely 
that they would open a bank account, save money, and a budget. 

We also noted that an important part of financial literacy is hav- 
ing information presented in a way that consumers can understand 
and use to make appropriate choices. Thus, disclosures for financial 
products and services needs to be presented in a format that is 
clear and understandable. 

This brings me to important work the Pew Charitable Trusts is 
doing on consumer financial security. In recent years. Pew has gen- 
erated a variety of research focused on enhancing consumer finan- 
cial security and understanding long-term economic mobility. Help- 
ing people make beneficial financial decisions is integral to this 
work. 

This is particularly important for checking accounts which allow 
consumers to transact and save often serve as a gateway to the use 
of more sophisticated financial products and services. 

Unfortunately, when Pew studied the checking account disclo- 
sures provided by the 10 largest banks, we found a median of 111 
pages of information. Last fall Pew released the results of a longi- 
tudinal study of 2000 low income Los Angeles area households, 
1000 with and 1000 without a banking account, which explores the 
connections between financial services, the populations they serve 
or are failing to serve, and the financial stability of those popu- 
lations. 

Pew found that nearly one in three households listed unexpected 
and unexplained fees as the reason for leaving banking while only 
27 percent attributed their departure from banking to job loss or 
lack of funds. 

Given the need for consumers to understand and maintain their 
checking accounts, we believe that the Consumer Financial Protec- 
tion Bureau should require all financial institutions to provide a 
clear, concise, and uniform disclosure that would present account 
holders with easy to understand information about important fees 
and terms. 

In addition, I urge the CFPB to prohibit practices that have no 
business purpose other than to maximize fees and that are difficult 


VerDate Nov 24 2008 09:43 Oct 25, 2012 Jkt 075211 PO 00000 Frm 00010 Fmt 6633 Stmt 6633 P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


7 


or impossible for consumers to avoid like transaction reordering 
since this practice makes it very difficult for consumers to manage 
their money and avoid these charges. 

While at the FDIC, we issued guidance to our supervised banks 
to halt this practice. Transactions need to be processed in a fee- 
neutral manner that responsible consumers can understand and 
follow. 

Pew’s Safe Small-Dollar Loans Research Project is currently 
evaluating the complicated issue of payday lending. Here is an- 
other reminder that empowering Americans to manage their fi- 
nances effectively requires meaningful price disclosures. 

The case of payday lending reminds us that consumers must be 
enabled to understand not just what it initially costs to obtain a 
financial product but also to calculate the ongoing costs and risks 
of using those products. 

Consumers need to be educated so that they are less susceptible 
to debt trap which too often accompanies payday loans. Payday 
loans are not an easy fix to temporary emergency cash needs as 
their marketing suggests. Frequently borrowers use these loans for 
recurring expenses. They also find that they must repeatedly take 
out new loans to pay off the old ones. 

Indeed, the profitability of the payday lending model is driven by 
repeat usage. This is why I supported the creation of a small dollar 
loan pilot program when I was at the FDIC to encourage respon- 
sible alternatives to payday loans. 

This program recognizes the value of safe and affordable small 
dollar loans. Two of the most important features of this program 
are a minimum repayment term of 90 days and solid underwriting 
practices. 

One final point which I would like to make brings us back to the 
importance of teaching positive behaviors. Hoping to instill positive 
financial behaviors in certain areas such as saving and investing 
can also promote positive behaviors in other areas like credit 
usage. 

Just one example. Pew found that renters earning $40,000 to 
$100,000 a year use payday loans more frequently than home- 
owners who earn only $15,000 to $40,000 a year. Since home own- 
ership has traditionally been a primary asset building vehicle, and 
we hope it will return to that, this finding suggests that asset accu- 
mulation can have a positive impact on reducing reliance on high- 
cost credit. 

Thank you very much for the opportunity to testify today and I 
would be happy to answer your questions. 

Senator Akaka. Thank you very much, Ms. Bair. I appreciate you 
testifying at this hearing, despite being under the weather. 

Ms. Bair. Thank you. 

Senator Akaka. Ms. Bair, I commend you for your work both as 
Chairman of the FDIC and as a children’s book author, to promote 
the value of good saving and spending habits. As you know, I am 
very grateful to my fourth grade teacher who used a piggy bank 
to teach important lessons about saving and managing money that 
I still follow to this day. 
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When it comes to financial education, how important is it that 
we start early, and what is the most effective way to bring finan- 
cial literacy into our schools? 

Ms. Bair. Well, I think it needs to start very early. Children 
even in preschool start understanding what money is about. They 
like to play store. Money can be a wonderful tool for teaching math 
and math can be a wonderful tool for teaching children about fi- 
nancial management. 

My view has always been that it should be in core curricula year 
after year. It can easily be integrated into math with evermore in- 
creasingly sophisticated concepts being introduced with each grade. 

Literature class and history classes also offer wonderful opportu- 
nities to teach great literature as well as historical lessons about 
financial catastrophes that are brought about through, time-old 
problems of speculation, greed, excess leverage. 

So, I do think there is a wealth of educational materials that can 
be woven into the curricula year after year and offered and rein- 
forced year after year in our schools. 

Senator Akaka. Thank you. While at Treasury, you founded the 
Department’s Office of Financial Education. I am interested in your 
thoughts on how the office has performed in carrying out its mis- 
sion, how the current structure compares to the original vision, and 
any proposals you have to improve the office’s effectiveness. 

Ms. Bair. Well, I know you are going to be hearing from the 
Treasury Department later and will want to hear their views. I 
think the mandate has seemed to have gotten somewhat broader 
since I left and I think that is fine. 

I do think there does need to be a very sharp focus, though, on 
financial education and coordination of various Federal efforts on 
financial education. 

And if I would have one suggestion it might be to elevate the of- 
fice perhaps to be in the Office of the Secretary. I think, making 
sure it is a priority issue, making sure that the head of the office 
has the power and the imprimatur at a very senior level to coordi- 
nate these programs and assure that there is effective coordination, 
efficiency. Sharing of research I think would be important. So, per- 
haps elevating the office might be a good thing. 

Senator Akaka. I commend you for initiating the landmark 2009 
FDIC national survey of unbanked and underbanked households. 
The results are incredibly valuable in helping us design the most 
effective policies to address this critical issue. In 2012, it is simply 
not acceptable that close to 30 million U.S. households are either 
unbanked or underbanked. 

Would bringing these households into the banking system have 
broader economic benefits that would justify greater investments in 
programs such as the Model Safe Accounts Pilot or Bank On USA? 

Ms. Bair. Well, I think certainly in terms of helping and improv- 
ing the efficiency of low-income support programs, reducing unnec- 
essary fees and costs associated with alternative financial trans- 
actions, I think those can all be accomplished by getting more peo- 
ple into banks as long as it is the right type of account. 

We know that some bank accounts can be very expensive too and 
inappropriate for people who are inexperienced with finances. We 
modeled, as you have mentioned here, safe accounts at the FDIC 
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as well to make sure that they are streamlined and simple and not 
laden with fees and are appropriate for lower income Americans. 

So, I do think there is a lot of return to get on that type of initia- 
tive. But I think absent even spending Federal money in those pro- 
grams a lot more can be accomplished. 

The FDIC, and the banking regulators can perhaps do more in 
this area working with Treasury’s leadership, the Fed and the Of- 
fice of the Comptroller of the Currency (OCC) in terms of providing 
appropriate incentives for banks to provide these basic accounts. 
Community Reinvestment Act (CRA) credit is certainly an impor- 
tant tool. 

So, I think there are, even outside budgetary constraints which 
I know are severe right now, there are ways I think that the regu- 
latory community, with Treasury’s leadership, can help make those 
types of accounts more broadly available. 

And frankly, I think that would be supported by the industry too. 

1 think unfortunately these types of accounts can not be very prof- 
itable. They are not big profit leaders and so relying on the private 
sector by itself to innovate and develop and market these types of 
products is probably not going to happen. But through regulatory 
coordination and encouragement I think you can get there. 

Senator Akaka. You have noted that a consumer who knows the 
right questions to ask, understands economic fundamentals, and 
most importantly has the confidence to challenge products that 
seem too good to be true — 

Ms. Bair. Right. 

Senator Akaka [continuing]. Is a regulator’s best weapon in con- 
sumer protection. 

Would you please elaborate on how a financially literate con- 
sumer increases regulators’ efficiency and effectiveness? 

Ms. Bair. Right. Well, yes, I mean, for one thing they will know 
to ask questions and understand that they should say no to a prod- 
uct that they do not fully understand. 

I look back at these horribly complex adjustable-rate, subprime 
mortgages that really were heavily marketed in lower income 
neighborhoods and targeted to people who had tarnished credit 
records in the past. 

So, we know that they had trouble in the past managing their 
finances, and just understanding the basic difference between a 
fixed rate and a floating rate. 

There is misleading marketing of these products too. They were 
advertised as fixed rate even though they were only fixed rate for 

2 or 3 years. But if you look closely enough at some of the disclo- 
sures you could see that there was a payment reset. 

But, just understanding that basic difference between a fixed 
rate and a floating rate and if you have a floating rate you are at 
risk of your payment going up I think would have forewarned a lot 
of people away from these products. 

So, just basic information like that, making sure folks have a bet- 
ter understanding of the fundamental concepts I think could have 
avoided a lot. We needed more robust regulation too and more re- 
sponsible behavior in the mortgage origination community. But bet- 
ter informed consumers certainly could have helped avoid a lot of 
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these unaffordable mortgages that were made and subsequently 
ended up in foreclosures. 

Senator Akaka. Thank you. 

Senator Johnson, your questions. 

Senator Johnson. Thank you, Mr. Chairman. 

Ms. Bair, my background is in accounting and in manufacturing. 
My manufacturing background always causes me to look for the 
root causes of a problem. 

Ms. Bair. Right. 

Senator Johnson. Now, an awful lot of what we are talking 
about with financial literacy we are trying to attack some of these 
abusive financial practices and abusive financial products. I mean, 
can you describe for me what is sort of the root cause of some of 
these payday loans? 

Ms. Bair. Well, I think people in need, people in financial need 
is really what is causing it obviously. The ultimate problem is to 
have a robust economy, more jobs, better paying jobs because peo- 
ple turn to these products when they then become in financial 
straits. 

Some of those, though, financial problems can be avoided, I 
think, by better skills in learning how to budget money, learning 
how to live within your means. 

So, I do think financial education can play a role in terms of hav- 
ing better financial management skills to avoid the need that you 
have to turn to emergency high-cost credit to begin with. 

But, the higher-priced products are particularly targeted to peo- 
ple who are in need and do not have a lot of sophistication or have 
a past history of misuse of products. That is the conundrum you 
face when you try to make credit more available to people who in 
the past have had trouble on managing credit. 

So, I think, as a Nation and as a government, we need to ask, 
as a matter of good conscience, when do we say enough is enough. 
Can we live with the 500 percent rate? Can we live with the 3000 
percent interest rate? I think at some point we have to say it is 
better to just deny that credit as opposed to, say, it should be avail- 
able at any cost to people who cannot afford it. 

Senator Johnson. Is there anything in Federal law currently 
with the ability to prevent those types of abuses? 

Ms. Bair. There is — for the military there is but not otherwise, 
I think and I do not know if you need to go to rate regulation. 
There may be at some point where something is so abusive it 
would violate the basic tenets of Federal consumer protection laws. 
But certainly, I think, better disclosure and better provision of al- 
ternatives. 

There are a number of credit unions that have piloted alter- 
native, small-dollar loans that can be used, that have longer repay- 
ment terms and much lower interest rates. We piloted on a vol- 
untary basis; a number of banks did the same type of thing. 

So, market competition is always good. And I think banks are 
well-positioned to provide lower cost alternatives because they al- 
ready have the infrastructure in place. But the payday lending in- 
frastructure is a very expensive one. It is usually a storefront oper- 
ation. It is labor intensive so they are very high cost. 
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So, I think banks if they can have the appropriate business and 
regulatory environment to provide low-cost alternatives are well- 
positioned to do that. 

Senator Johnson. So, why do not basic laws against usury apply 
here? 

Ms. Bair. Well, sometimes they do. Usury laws are State by 
State. They vary by State. There is a question of whether they 
apply to Internet transactions. So, that can be another issue. Some 
States have laws that openly accommodate payday loans. So, it is 
a matter of State law. 

Senator Johnson. OK. Is there any evidence, again we are basi- 
cally talking about individuals that really are in tough economic 
situations. 

Ms. Bair. Right. 

Senator Johnson. I am not sure that financial literacy is going 
to be particularly effective with that population base. Is there any 
evidence that it is? 

Ms. Bair. Well, I think it can be preventative. I think with better 
financial education can we help everybody? No. Can we help more? 
Yes. And I think, again, in the public schools in particular which 
is your broadest venue for providing financial education, having 
basic financial concepts taught, integrated into the core curricula 
of math especially so you are not really adding to cost is very im- 
portant. 

I think making sure that it includes money management skills 
and understanding basic concepts about, risk and return, 
compounding interest, how compounding interest will hurt you if 
you borrow money and take a long time to pay it back, getting 
those types of notions built into core curricula in school, I think 
when folks become adults they can more responsibly manage their 
money, basic budgeting skills. 

And so, they have plans. So they have $500 in the bank account 
if the car breaks down or there is an unexpected doctor’s appoint- 
ment. But, that is hard to do. So, I think it really needs to get into 
the public schools and be offered year after year, I mean, enforced 
year after year. 

Senator Johnson. You just mentioned compound interest. Cer- 
tainly one of my concerns in these artificially low rates that I think 
you just recently wrote about. We are certainly robbing seniors of 
their ability to have a decent return on their life savings. 

Ms. Bair. Right. 

Senator Johnson. We are also robbing youth of the wonder and 
power of compound interest rates now. Can you just kind of speak 
to that? 

Ms. Bair. Right. Well, that is true. I wrote a book “Rock, Brock, 
and the Savings Shock”. It is about compounding interest. I used 
a five percent interest rate back then and obviously that is dated. 

The power of compounding obviously is much more difficult to 
teach when you are talking about these extraordinarily low interest 
rates. 

Though even at two percent for a long enough period of time, it 
can start gaining some momentum. I do think, though, as I said, 
we are talking about financial education, but I do think there are 
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risks associated with this very long, protracted period we have had 
of near zero interest rates. 

Certainly, it has hurt savers. It has hurt pension fund managers, 
those trying to manage retirement savings in a way that will 
produce enough of an income to provide the promised benefit. What 
are we getting on the positive side? 

So, my sense is, as I said, is that it is time to perhaps start turn- 
ing the ship. I do not suggest doing anything radical overnight but 
I think signaling that perhaps it is time to think of a transition pe- 
riod out of this or at least let the market bump rates up a little 
bit. If that is where the market wants to go, it would be well ad- 
vised. 

Senator Johnson. I looked at the history of the U.S. borrowing 
costs from 1970 to 2000. It averaged 5.3 percent. 

Ms. Bair. Right. 

Senator Johnson. The last few years were at about one and a 
half percent. 

Ms. Bair. Yeah. 

Senator Johnson. Do you have any prediction when that little 
bubble is going to burst or when we — 

Ms. Bair. I think that is one of the problems, if we have contin- 
ued Federal Reserve buying of longer-dated Treasury bonds, we 
really do not know whether that has camouflaging reduced investor 
interest in longer dated Treasury securities. We will presumably 
find that out when Operation Twist concludes in June. 

But I do think, and one of the points I made in the column, I 
think the Fed is, I do not fault the Fed, I think the Fed feels that 
fiscal policy is still frankly not being managed very well. 

So, they are trying to make up for it through monetary policy 
and I just think there is only so much you can do through mone- 
tary policy. So, it might be a good thing to bump those rates up 
a little bit. Maybe a little bond market discipline that people will 
start focusing on some of our short- and longer-term fiscal issues 
here and deal with them in a more effective way. 

Senator Johnson. Thank you very much. 

Thank you, Mr. Chairman. 

Senator Akaka. Thank you very much. Senator Johnson. Senator 
Merkley. 

Senator Merkley. Thank you very much, Mr. Chairman, and 
thank you, Ms. Bair. I appreciate the work you have done before 
and the work that you are doing now. In your testimony, you note 
that unexpected fees drive customers out of bank accounts, I be- 
lieve, one out of three who leave the banking system. You also 
mentioned transaction reordering. 

Ms. Bair. Yes. 

Senator Merkley. And I certainly have heard from lots of folks 
who, because the order of their transactions were reordered to hav- 
ing the largest transaction first with a string of perhaps small 
things like buying a soda pop or something, all of them then had 
$35 fees associated with that. So, instead of one $35 fee there were 
now eight. And one of the reactions is, what, I am going to shut 
down my checking account. 

Who would have the authority, if anyone, does the Consumer Fi- 
nancial Protection Bureau have authority to address the issues like 
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the chronology of transactions being changed by a financial institu- 
tion? 

Ms. Bair. Yes, I think, well, you have a representative testifying 
but my view is that, yes, that is within their power. And we, at 
least for the banks that the FDIC supervised, we put out guidance 
saying that the practice should stop. 

I think a lot of it has stopped already fortunately — unfortunately, 
because of litigation as much as anything. But there is no reason 
for it other than to maximize fees, and I think a lot of responsible 
banks do not do it. 

But it damages customer trust. They feel like they are tricked, 
they are gamed. And it is not good. You cannot see it. You cannot 
do anything about it. 

So, I do think it is a good example of a practice that there is no 
legitimate business purpose for and it should be banned. Abso- 
lutely. 

Senator Merkley. Thank you. I want to return to the payday 
loans for a moment. You mentioned that the military has restric- 
tions through those statutes that we passed. 

Ms. Bair. Right. 

Senator Merkley. And I remember the vivid testimony on how 
the 500 percent interest rates around military bases were demor- 
alizing our young male and female GIs and quite frankly having 
a devastating impact on families. 

And the military leaders came before the Senate and said this is 
a terrible impact on families, a terrible impact on national security 
as a result, can you do something about it? And we did do some- 
thing about it. 

But why is something that is very good for military families not 
also very good for all American families? 

Ms. Bair. Well, I would not disagree with you on that. I think 
it is hard. Flat numerical interest rate restrictions have had a 
checkered history when we have tried them in the past. And of 
course, interest rate environments can change. I think Talent 
Amendment’s was 36 percent. That was when, maybe a standard 
interest rate was 18 or 20 percent and now it is so much lower. So, 
36 percent even sounds pretty high. So, there is always that issue. 

My preference is always to try to get competition to drive inter- 
est rates down combined with robust disclosures so that people un- 
derstand what they are getting themselves into. 

But, I think it is a legitimate issue to be concerned about; and 
especially with lower income folks, they get trapped into the serial 
loans that they keep paying and repaying and repaying. 

It really is wealth stripping. It does undermine other Federal 
support programs that we try to provide to assure everyone has a 
basic income and standard of living. 

So, I guess. Senator, my preference still would be to try to let 
market competition get it down with better disclosure but I can 
certainly see a policy justification for having a Federal limit if Con- 
gress wanted to do that. 

Senator Merkley. When I was in the Oregon legislature, led an 
effort to put a 36 percent cap on Oregon’s payday loans, a success- 
ful effort. One of the concerns was that it would eliminate the in- 
dustry and the availability of short-term loans. It did cut into about 
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a third the number of storefronts; but instead of having a store- 
front every three blocks, there is a storefront about every 10 blocks. 

Ms. Bair. Right. 

Senator Merkley. And so, huge savings to low income families. 

I was very struck by going into a food bank and having the direc- 
tor of the food bank say the biggest single factor that she had no- 
ticed was that she no longer had folks coming into the food bank 
who have been driven to bankruptcy by the 500 percent interest 
rates on payday loans, it had a big impact. She said then with the 
economy turned down the loss of jobs has gone the other direction. 

Ms. Bair. Yeah. 

Senator Merkley. But there are two challenges that Oregon has. 
One is that we did put a law on Internet lenders and made those 
loans unenforceable in Oregon. However, Internet lenders are using 
remotely created checks in order to essentially gain the right to ex- 
tract the funds in a fashion that State regulators cannot get their 
hands around. 

The other challenge we have is that the State law cannot control 
national banks. And nationally chartered or federally chartered 
banks are starting to move into the payday loan row. 

Any thoughts on those two pieces? 

Ms. Bair. Well, again, there may be legal issues but I tend to in- 
terpret the CFPB’s authority there pretty broadly. So, I think that 
might be a discussion that you need to have with the CFPB. 

Federal preemption of State laws is something that has troubled 
me for a long time. When I was at Treasury in 2001 and 2002, I 
had objected then to the OCC’s efforts to preempt mortgage protec- 
tions that were being, anti-predatory lending laws that were being 
enacted State-by-State. And I left Treasury and later the OCC 
went ahead with that. 

You and I can argue about whether usury limits and rate regula- 
tions are a good thing or a bad thing. But I think we should all 
agree that if States want to protect their own citizens, they should 
have the ability to do that. 

And so, I would hope that perhaps that is an area that legal au- 
thorities could be explored with the CFPB. 

Senator Merkley. Thank you. You had mentioned the strategy 
of integrating financial concepts into regular curriculum. 

Ms. Bair. Right. 

Senator Merkley. You also note in your testimony the need to 
test the efficacy of better research, test efficacy of programs. Has 
there been research that has compared, if you will, the stand-alone 
financial literacy class perhaps required in high school or students 
who take it in high school versus the incorporation of financial lit- 
eracy concepts more broadly? 

Ms. Bair. It is more anecdotal. I do not think there are good con- 
trol groups. It would be nice to see research like that. I do know 
the one-off type of, high school classes, the research that has been 
done on it has been pretty weak in terms of showing that they are 
very effective in changing behavior. 

I noticed that your next panel of witnesses will be talking about 
a new research agenda for the FLEC. And I think this is an area 
where we are desperately in need for better, stronger survey data, 
perhaps studies that could actually track, find a few school districts 
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that are doing this, and more and more are, and actually track the 
behavior of those students over a period of time versus a control 
group where that type of education is not introduced. I think it will 
be extremely helpful. 

Senator Merkley. That would be very helpful. Thank you. 

Ms. Bair. Thank you. 

Senator Akaka. Thank you very much. Senator Merkley. Senator 
Begich. 

Senator Begich. Thank you very much, Mr. Chairman. I know 
financial literacy has been an issue that you and I have talked 
about more than once, and I am glad to see this hearing moving 
forward and some discussion about it. 

Thank you for being here. When I was in high school, I peer- 
taught financial and personal finance back when it was required to 
graduate, a quarter credits. 

Let me ask a couple of questions. In Alaska, for example, if you 
are a first-time homeowner and you wanted to utilize the Alaska 
Housing Finance Corporation loan program, you can receive I want 
to say it is a quarter-point or maybe it is an eighth of a point but 
I think it is a quarter-point off your loan interest if you show that 
you have gone through a first-time home owner program in the 
sense of learning financial industry but home ownership under- 
standing. 

Why not, with our loan programs that we federally guarantee, 
offer the same thing for first-time homeowners? 

Ms. Bair. Well, that is interesting. Certainly. There is a lot of 
research that shows good programs can reduce default rates. 

Senator Begich. That’s right. 

Ms. Bair. If the government is guaranteeing the mortgages, yes, 
that might make some sense. 

Senator Begich. We have one of the lowest default rates, if not 
the lowest, in the country. 

Ms. Bair. That is great. 

Senator Begich. And I think part of it is these first-term buyers 
actually understand the responsibility. It is not just buying a house 
and getting a payment but they actually have to take care of the 
lawn. There are utility costs. There are variables in their utility 
costs. It depends on usage of your house, gas heat versus electric, 
and a variety of things. 

I guess you kind of answered the question that if we are putting 
the guarantees up, we are the platinum basically, we should re- 
quire some opportunity for them, at least first-time buyers it seems 
to me. 

Ms. Bair. Right. I would think so. I think that would be, again 
lower default rates should save the government money in terms of 
their guarantee so that would make a lot of sense. 

Senator Begich. And create more capacity for more loans be- 
cause you do not have those default rates because you are not put- 
ting loan reserves and those kinds of things. 

Ms. Bair. That is right. 

Senator Begich. Let me, if I can follow on the commentary 
about, I have met with credit card companies. I have met with 
credit unions, I have met with banks, a variety of different groups 
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and they are all very supportive of financial literacy but it is kind 
of disjointed. 

Ms. Bair. Yes, it is. 

Senator Begich. For example, I mean, I just did a refinance and 
they were very excited to give me I think it was an eighth off if 
I made sure my direct auto pay was with a bank account with their 
bank. But I had no incentive of any kind to talk about financial lit- 
eracy. 

Do you think the private sector has or would be motivated in this 
arena? I mean, you think they would be but maybe not because we 
guarantee most of these loans. I mean, what is your experience. 

Ms. Bair. Yes, I think you get a mixed effort in the private sec- 
tor. There is a lot of money thrown at it. There is a lot of curricula 
developed but some of it is of mixed quality. And I think there may 
be, with any business sector you have your better players and the 
ones who are not so good in dealing with their customers. 

To the extent you know some financial institutions make money 
over late fees, right? 

Senator Begich. Right. 

Ms. Bair. Or repeat overdrafts. And so bad financial behavior 
can generate income so perhaps it is a conflict between providing 
good financial education and improving financial skills and poten- 
tial profit motives. 

So, I think the better managed banks do not approach it that 
way. I think they realize that it is ultimately in their long-term in- 
terest to have customers who do not overdraw their accounts and 
pay their loans on time. 

But you do get somewhat of a mix in quality I think which is 
why I think it is appropriate for there to be a Federal coordination 
effort. 

Senator Begich. Coordination research. 

Ms. Bair. Yes, exactly. 

Senator Begich. I note Senator Johnson was talking about some 
of the areas. We did something when I was mayor. We had an area 
of town that, as Senator Merkley described, every few blocks you 
would have a payday, I think it was every six feet there was a pay- 
day lender. 

And we encouraged through some land economic incentives to 
have a credit union move into the area with some conditions, and 
they now average, and it is one of the most impoverished areas of 
the most urban area of Alaska, Anchorage, Credit Union One. 

And they actually have an education center within their credit 
union. For an “A” average, I forget the number, but it was one of 
their fastest growing branches out of the whole State because they 
had no low cost entrance in. So, you would not have all of these 
fees and all this stuff but they also did an education. If you became 
a member, part of the membership was, here is some education. 

So, it seems like there are some players out there that are trying 
to figure out, especially in the lower income neighborhoods, how do 
we, in essence, create competition against the payday lenders. And 
I think there are some banks and in this case there was a credit 
union who was very aggressive about it. 

Do you see that in low income neighborhoods that there is oppor- 
tunity as I just described or is it pretty limited? 
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I mean, there is a risk because it is a lot of capital investment 
these facilities have to make. Payday lenders, they just show up 
with a little box and a little storefront, a little flashing lights that 
says open 24 hours, bring your check, we will give you a deal. 

Ms. Bair. Right. So, I think there is opportunity there and I 
think credit unions and the Community Development Financial In- 
stitutions (CDFIs) typically will lead this. They will innovate. They 
will come up with the models to have these successful products, 
and you will find the larger banks once the smaller institutions 
have pioneered this type of effort, you will see the larger institu- 
tions coming in which is why I think, supporting credit unions and 
CDFIs is important. 

It saddens me. We have had a lot of CDFIs fail as a result of 
the crisis because they serve the more distressed economic neigh- 
borhoods. But there are still a lot of them out there too doing a lot 
of good work in this area. 

And so, yes, I think there is opportunity and I think there are 
other people out there just like your credit union that are pio- 
neering methods that can make economic sense for all providers. 

Senator Begich. Let me ask you one last question. I have just 
about a minute left. We passed, I did not vote for it but it is the 
initial public offering (IPO) legislation recently. Some call it a jobs 
bill but put that all aside. I did not vote for it. I think there are 
some problems in the future. 

But it will create, and I will use the people who sold this bill, 
new opportunities for investors. My worry is how do we ensure 
those folks who may not be so understanding of what that is all 
about are educated before they find out they just bought into a 
project that is never going to turn a profit, never give them a divi- 
dend. 

They thank them for the angel investment. They are 65 years 
old, just retiring. Any thoughts on that? Because we are about to 
enter this and, I can tell you the e-mail Web sites are going to be 
popping up overnight and selling you a lot of goods. And the reality 
is we know with venture capitalists, angel investors, that the re- 
turn rate, it is one out of 50 if you are lucky on a good day. 

Ms. Bair. Well, I think the relationship with risk and return is 
something that is so basic and that really needs to be in the schools 
year after year. If it sounds too good to be true, it is. If it has a 
high rate of return, it is going to be very high risk. You are prob- 
ably going to lose your money. 

Senator Begich. Right. 

Ms. Bair. That is something, a basic, that a lot of people do not 
understand right now. I can only hope that the Security and Ex- 
change Commission (SEC) somehow finds a way to have red flash- 
ing lights on all of those investments that this is very high risk and 
you should not be putting money into this unless you are prepared 
to lose it. 

Senator Begich. Very good. Thank you very much. Thanks for 
your testimony. 

Thank you, Mr. Chairman. 

Senator Akaka. Thank you very much. Senator Begich. 

Let me call on Senator Johnson for his questions. 

Ms. Bair. OK. 
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Senator Johnson. I had just one quick question. You were talk- 
ing about curriculum. Is there a model that you have seen that 
would really be, kind of a drop-in for local school districts that does 
what you had suggested it do? 

Ms. Bair. I think there are pieces of it. Part of the problem I 
think with financial education is it is very piecemeal. Part of the 
problem with trying to get it in the education system is the edu- 
cation system itself is very balkanized so there are discrete aspects 
of a lot of different school programs that I think are good. One that 
has the perfect model, no, I could not give that to you. 

Senator Johnson. As long as it is a short answer, one quick last 
question. 

Ms. Bair. Sure. 

Senator Johnson. In terms of who is taking the risk, I mean, is 
it not the fact that these banks can just take these loans and just 
sell them and get rid of them and not hold on to the risk? Is that 
not part of the real problem too? They have to have a much greater 
vested interest in educating the consumers to be able to pay off 
loans. 

Ms. Bair. Right. Well, you are right. That is exactly what hap- 
pened. When it used to be that a bank would make a loan and hold 
it in their portfolio, they had every incentive to make sure the bor- 
rower could repay the loan. With securitization, the risk was 
passed off. 

That is why I really like the risk retention component of Dodd- 
Frank. I hope that regulators finalize that and have very narrow 
exceptions because I think the best way to make sure that lenders 
will make responsible mortgages, ones that people can repay is to 
make sure that they take a good chunk of the loss if the loan goes 
bad, absolutely. 

Senator Johnson. OK. Thank you very much. 

Ms. Bair. You are welcome. 

Senator Johnson. Thank you, Mr. Chairman. 

Senator Akaka. Thank you. 

Ms. Bair, let me just ask one final question. I was very surprised 
that the median length of checking account disclosures provided by 
major banks is 111 pages. 

Ms. Bair. Yes. 

Senator Akaka. My question is what barriers have you observed 
to banks adopting Pew’s model disclosure box and why have only 
two major banks adopted your model? 

Ms. Bair. Right. Well, we have two. I will say the cup is a little 
bit full not a lot empty. 

I was talking to the staff earlier about that. We hear arguments 
about costs. We hear, well, we have our own disclosure and we 
think that works. And that may or may not be true. 

Now, we have heard more recently that, well, they do not want 
to get ahead of the regulators at the CFPB, and I hope they do, 
that the CFPB goes ahead with a uniform disclosure that they will 
just wait for the CFPB to do that. 

So, we have heard a lot of reasons. But I do think this is one, 
so much of Federal disclosure laws in the past have focused on 
credit products because it used to be that is really where the costs 
and the risks were that deposit accounts really now have become 
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so fee laden, and there are so many different ways you can end up 
paying money that you did not understand that you were going to 
have to pay that I think having uniform disclosure for deposit ac- 
counts really its time has come and I do hope the CFPB moves 
ahead with it. 

Senator Akaka. I want to thank you very much, Ms. Bair, for 
your valuable testimony and your responses to our questions this 
afternoon. 

Ms. Bair. My pleasure. 

Senator Akaka. And I want to wish you well. 

Ms. Bair. Thank you. Senator, you too. Thank you very much. 

Senator Akaka. Now I would like to ask the second panel of wit- 
nesses to please come forward. Let me introduce them. 

Ms. Melissa Koide, the Deputy Assistant Secretary for the Office 
of Financial Education and Financial Access, at the Treasury De- 
partment. 

Ms. Alicia Puente Cackley, Director for Financial Markets and 
Community Investments, U.S. Government Accounting Office. And 
Dr. Camille Busette, Assistant Director, Office of Financial Edu- 
cation, Consumer Financial Protection Bureau. 

As you know, it is the custom of the Subcommittee to swear in 
all witnesses. So, I ask you to please stand and raise your right 
hands. 

Do you solemnly swear that the testimony you are about to give 
the Subcommittee is the truth, the whole truth, and nothing but 
the truth so help you, God? 

Ms. Koide. I do. 

Ms. Cackley. I do. 

Ms. Busette. I do. 

Senator Akaka. Thank you. Let it be noted for the record that 
the witnesses answered in the affirmative. 

Before we start, I want you to know that your full written state- 
ments will be made part of the record and I would like to remind 
you to please limit your oral remarks to 5 minutes. 

Ms. Koide, would you please proceed. 

TESTIMONY OF MELISSA KOIDE, i DEPUTY ASSISTANT SEC- 
RETARY, OFFICE OF FINANCIAL EDUCATION AND FINAN- 
CIAL ACCESS, U.S. DEPARTMENT OF THE TREASURY 

Ms. Koide. Sure. Thank you very much. Chairman Akaka and 
Ranking Member Johnson. 

I really appreciate the opportunity to be with you this afternoon 
to discuss the matter of improving Americans financial capabilities. 
This is, I think we all realize, one of the most critical issues we 
face as a country particularly as we begin to emerge from the fi- 
nancial crises. 

On behalf of my colleagues at the Treasury Department, I would 
like to thank you in particular. Senator Akaka. You have clearly 
demonstrated leadership over the years and a tireless commitment 
to improving the financial lives of families across the country. 

Today I am going to focus my remarks on the steps that we at 
the Treasury Department are taking to help strengthen Americans 


^The prepared statement of Ms. Koide appears in the appendix on page 55. 
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financial knowledge and skills. While I am new to my position as 
the Deputy Assistant Secretary for Financial Education and Finan- 
cial Access and Consumer Protection, Treasury’s work has heen led 
by a dedicated career staff and has been ongoing for many years. 

Treasury’s financial capability efforts are focused on the needs of 
families and individuals. We know strong households are key build- 
ing blocks of our communities as well as our Nation. And the past 
5 years have made it clear that our country’s financial stability and 
long-term resilience is deeply tied to the financial health and sta- 
bility of the Nation’s families. 

Our country is stronger when families are able to pay their bills 
on time, when they are able to manage and maintain their homes, 
when they are able to build credit and also strong credit records, 
and able to build savings. 

To ensure that Americans are able to successfully manage their 
finances, we must ensure that they have a solid understanding of 
personal finance. We need to make sure they have access to finan- 
cial information and advice, and that they have tools and products 
that enable them to make wise financial decisions. 

The basics I think we all recognize begin at home and in our 
schools but we cannot stop there. Families also need financial in- 
formation throughout their life when they are making both routine 
decisions as well as big financial ones. 

New technologies are increasingly providing an avenue to deliver 
financial information and advice at scale. Families are also bene- 
fiting from high-tech, low- touch financial help. Online financial 
tools, mobile applications, and even video games are being devel- 
oped and tested to help people develop decisionmaking skills and 
make wise, informed, real-time decisions. 

This is an area that we are going to be focusing on more deeply 
at the Treasury Department in addition to some of the other areas 
that I have described in my written testimony. 

I am now going to call your attention to some of the work that 
we have been doing with the Commission, the Financial Literacy 
and Education Commission, and also the President’s Advisory 
Council on Financial Capabilities. 

These two initiatives draw national attention to improving the fi- 
nancial skills of individual Americans. They also, I believe, high- 
light the Administration’s commitment to tackling these pressing 
issues. 

As you know. Congress established the 21-agency Financial Lit- 
eracy and Education Commission to focus on the importance of fi- 
nancial literacy and to better coordinate the work of the Federal 
agencies. 

Treasury chairs the Commission and the Consumer Financial 
Protection Bureau recently joined as Vice Chair. The Commission 
last fall developed a broad planning framework for the field. 

Through regularly scheduled public meetings, the Commission 
highlights notable programs and strategies and also facilitates 
partnerships among Federal agencies. 

In order to strengthen interagency efforts, the Commission will 
launch this spring a research agenda. It was created by a working 
group led by Federal Reserve Board staff and it will serve as a 
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roadmap for coordination and collaboration on Federal and private 
sector research over the coming 3 to 5 years. 

The Commission will also soon announce the details of a new 
clearinghouse that will highlight federally funded research and 
evaluations to strengthen and emphasize the need to test and 
measure what is effective. 

Treasury is also going to be rolling out an online portal to facili- 
tate information sharing and collaboration among members. The 
portal will help agencies share information, work together, and 
very importantly avoid duplication. 

Finally, I would like to note some of the important work of the 
President’s Advisory Council on Financial Capability. I like to 
think of it as a brain trust composed of more than a dozen national 
leaders from the private sector with a broad range of perspective 
and expertise. 

To date, the Council has made a number of recommendations in- 
cluding calls for greater metrics and standards, support for more 
research and evaluation, strategies to encourage employer-based fi- 
nancial education efforts and greater use of technology-based tools. 

Treasury and the White House are pursuing a number of the 
Council’s recommendations. For example, we are assisting the Fi- 
nancial Industry Regulatory Authority (FINRA) Foundation to sup- 
port a follow-up survey of its 2009 National Financial Capability 
Study. This new survey will provide rich information and help us 
assess American’s skills. It will help to shape and inform the broad 
financial education field as well as our efforts among Federal Gov- 
ernment agencies. 

To close, I realize I am out of time, I just want to reiterate that 
we realize this is critical to the long-term economic stability of fam- 
ilies, their knowledge, and their skill sets with respect to their per- 
sonal finances. We are committed to continuing to work in this 
area. 

I look forward to your questions. 

Senator Akaka. Thank you. 

Ms. Cackley, please proceed with your testimony. 

TESTIMONY OF ALICIA PUENTE CACKLEY, i DIRECTOR, FINAN- 
CIAL MARKETS AND COMMUNITY INVESTMENTS, U.S. GOV- 
ERNMENT ACCOUNTABILITY OFFICE 

Ms. Cackley. Thank you. Chairman Akaka, Ranking Member 
Johnson, thank you so much. I am pleased to be here today to tes- 
tify as part of Financial Literacy Month 2012. 

Financial literacy plays an important role in helping to ensure 
the financial health and stability of individuals and families. Eco- 
nomic changes in recent years have further highlighted the need 
for all Americans to be empowered to make informed financial deci- 
sions. 

In my statement today, I will discuss first the Federal Govern- 
ment’s role in promoting financial literacy, including the role of the 
Government Accountability Office (GAO). Next, the advantages and 
risks of financial literacy efforts being spread across multiple Fed- 


^The prepared statement of Ms. Cackley appears in the appendix on page 61. 
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eral agencies, and finally, opportunities to enhance the effective- 
ness of Federal efforts going forward. 

The Federal Government plays a wide-ranging role in promoting 
financial literacy. Efforts to improve financial literacy in the 
United States involve an array of public, nonprofit, and private 
participants. But among those participants the Federal Govern- 
ment is, indeed, distinctive for its size and reach and for the diver- 
sity of its components, which address a wide range of issues and 
populations. 

At forums of financial literacy experts that we held in 2004 and 
2011, participants noted that the Federal Government can use its 
built-in bully pulpit, its convening power, and other tools to draw 
attention to the issue of financial literacy, as well as serve as an 
objective and unbiased source of information about the selection of 
financial products and services. 

During his confirmation hearing, GAO’s Comptroller General, 
Gene Dodaro, noted that financial literacy was an area of priority 
for him. Since then, he has initiated a multi-pronged strategy for 
GAO to address these issues. 

First, we will continue to evaluate Federal efforts that directly 
promote financial literacy. Second, we will encourage research of 
the various financial literacy initiatives to evaluate the relative ef- 
fectiveness of different approaches. Third, we will look for opportu- 
nities to enhance financial literacy as an integral component of cer- 
tain regular Federal interactions with the public. And finally, we 
have recently instituted a program to empower GAO’s own employ- 
ees in the area of financial literacy. 

In terms of evaluating Federal financial literacy efforts, in prior 
work we cited the 2009 report by the RAND Corporation in which 
20 Federal agencies self-identified as having 56 Federal financial 
literacy programs. 

However, after subsequent analysis we found substantial incon- 
sistency in how different agencies define their financial literacy 
programs and whether they counted related efforts as one or mul- 
tiple programs. We developed a more consistent set of criteria and 
have more recently identified 16 significant Federal financial lit- 
eracy programs or activities among 14 agencies, as well as four 
housing counseling programs among three federally-supported enti- 
ties operating in fiscal year (FY) 2010. 

Having multiple Federal agencies involved in financial literacy 
offers advantages as well as risks. Some agencies have deep and 
long-standing expertise and experience addressing specific issue 
areas or populations. In addition, providing information from mul- 
tiple sources can increase consumer access and the likelihood of 
educating more people. However, the participation of multiple 
agencies in financial literacy efforts also raises the risk of ineffi- 
ciency and the need for strong coordination of their activities. 

In general, we have found that coordination and collaboration 
among Federal agencies has improved in recent years, in large part 
as a result of the multiagency Financial Literacy and Education 
Commission. At the same time, we have found instances of overlap 
in which multiple agencies or programs including the new Con- 
sumer Financial Protection Bureau share similar goals and activi- 
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ties, which underscores the need for careful monitoring of these ef- 
forts. 

In our ongoing work, we have been pleased to see that the Com- 
mission, the CFPB, and others have several efforts underway, such 
as a research clearinghouse being developed by the Commission 
that seeks to enhance evaluation and effectiveness of Federal fi- 
nancial literacy programs. 

We believe that these measures are positive steps and that iden- 
tifying the most effective programs and activities will help Federal 
agencies to make the most of scarce resources, potentially by con- 
solidating their financial literacy efforts. 

The Consumer Financial Protection Bureau was charged by stat- 
ute with a key role in improving Americans’ financial literacy and 
is being provided with the resources to do so. 

As the Bureau’s activities evolve and are implemented, it will be 
important to evaluate how these efforts are working and make ap- 
propriate adjustments that might promote greater efficiency and ef- 
fectiveness. 

Mr. Chairman, this concludes my prepared statement. I would be 
happy to respond to your questions. 

Senator Akaka. Thank you very much. I am informed that we 
have votes that have been called. I have about a minute left to get 
to the floor. So, I will call a recess and we will probably be about 
45 minutes for a number of votes and then we will reconvene. 

Thank you very much. We are in recess. [Recess.] 

This hearing will come to order. 

Now, I would like to call on Dr. Busette. Please proceed with 
your testimony. 

TESTIMONY OF CAMILLE BUSETTE, i PH.D., ASSISTANT DIREC- 
TOR, OFFICE OF FINANCIAL EDUCATION, CONSUMER FINAN- 
CIAL PROTECTION BUREAU 

Ms. Busette. Thank you. Chairman Akaka. I want to thank you 
very much for the chance to appear before you today on a topic of 
critical importance to the Consumer Financial Protection Bureau 
and our Nation, Financial Literacy: Empowering Americans to Pre- 
vent the Next Financial Crisis. 

I want to especially thank you. Chairman Akaka, for your pio- 
neering leadership in helping enact policies to increase financial 
education and financial access for all Americans. 

The CFPB’s Office of Financial Education is a testament to your 
many contributions to the financial well-being of American con- 
sumers and to your longtime and vigorous champion for the finan- 
cial empowerment of all Americans. 

To successfully navigate our complex financial system, all Ameri- 
cans, regardless of income and level of educational attainment, 
must be equipped with the financial knowledge and skills sufficient 
to make informed financial choices. 

The Dodd-Frank Act’s creation of the CFPB’s Office of Financial 
Education provides Americans with an office dedicated to serving 
as a trusted resource for financial information and to improving the 
financial literacy of Americans. 


^The prepared statement of Ms. Busette appears in the appendix on page 73. 
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The Bureau has focused early resources on providing 
critical information to consumers via our Web site, 
www.ConsumerFinance.gov, and our Consumer Response Center. 

We have launched initiatives to make costs and risks clearer for 
consumers, and our signature Know Before You Owe Mortgages 
initiative is focused on simplifying and streamlining duplicative 
mortgage forms that have been confusing homebuyers for many 
years. 

We also created and are piloting a Financial Aid Comparison 
Shopper to help students navigate the complex world of student 
loans, compare financial aid packages and to understand the pay- 
ments they will face after graduation. 

We released a prototype credit card contract that is shorter and 
clearer than current credit card agreements and aimed to keep it 
at a seventh-grade reading level to make it accessible to as many 
consumers as possible. 

Through our Office of Consumer Engagement, the Bureau has 
launched “Ask CFPB,” an interactive tool which allows consumers 
to obtain information about financial services and products. 

The Bureau has produced consumer information to highlight the 
financial consequences of various checking-account overdraft fee 
choices. Each of these is part of a larger effort to provide Ameri- 
cans with understandable information that helps them make bet- 
ter, more informed financial choices to achieve their financial goals. 

American consumers will be better served if financial education 
effectively imparts fundamental knowledge and skills. Because 
there is no clear consensus about the conditions under which finan- 
cial education is most effective, earlier this year we launched our 
initial Financial Education Program Evaluation Project, using a 
quantitative methodology to identify what elements of financial 
education programs increase consumers’ ability to manage their fi- 
nances, and why. 

We intend to use the study’s insights to provide guidance to prac- 
titioners about how to design and support effective education pro- 
grams. We are also identifying innovations in financial education 
that will help consumers successfully navigate common financial 
challenges. We will consult with innovators over the next couple of 
months to understand how these innovations can help consumers 
and how we can use them to improve Americans’ financial literacy. 

American consumers benefit when the fruits of our work and of 
organizations that are excelling in financial education are shared 
broadly. So, we have held listening sessions with financial edu- 
cation providers, addressed faith communities and community or- 
ganizations, held webinars, and spoken at numerous conferences 
and events. We had the pleasure of participating in Financial Lit- 
eracy Day on the Hill last week. 

Our outreach efforts inform how we approach financial education 
and how we structure our work so that it most benefits American 
financial consumers. 

While Federal agencies involved in financial education have dif- 
ferent missions, regulatory authorities, expertise, and resources, 
the CFPB is the only Federal agency whose focus and mandate is 
the protection and education of the American financial consumer. 
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But there is a lot we can learn from each other so the Bureau 
is coordinating with financial education efforts already underway 
in the Federal Government. The Bureau’s Director serves as the 
Vice Chair of the Financial Literacy and Education Commission, 
and Bureau staff are engaged with each of the Commission’s work- 
ing groups. 

In addition, we meet regularly with Department of Treasury staff 
members in the Office of Financial Education and Einancial Access 
to leverage our respective activities. 

As the economy continues to recover from the worst financial cri- 
sis since the Great Depression, American families focused on build- 
ing more secure financial futures must be able to evaluate the 
choices available to them in the financial marketplace. 

We must seek to ensure that individuals and families have the 
knowledge and skills to manage their financial resources effectively 
and to plan for future life events. It is only with knowledgeable and 
informed consumers that we will be able to fully and responsibly 
harness the financial system’s tremendous capacity to fuel growth 
and investment, which is critical to our continued economic recov- 
ery. 

The CFPB’s Office of Financial Education looks forward to work- 
ing with this Subcommittee, other agencies, the private and non- 
profit sectors, and others to improve the financial literacy of all 
Americans. 

Thank you again for the opportunity to testify today. I look for- 
ward to answering your questions. 

Senator Akaka. Thank you very much, Ms. Busette. 

GAO has conducted two forums on financial literacy where the 
Eederal Government’s role in promoting greater financial literacy 
was addressed. My question to each of you on this panel is: What 
unique capabilities does the Eederal Government contribute to fi- 
nancial literacy efforts? Ms. Koide. 

Ms. Koide. I would be happy to start. It is a really important 
question and I think one we need to think through particularly 
since we have had the Commission in existence and it is important 
to make sure that the work of the Eederal Government is really, 
if you will, moving the needle with respect to financial education. 

I think in terms of its unique ability, it is hard to miss the fact 
that the financial education needs of families and individuals are 
very complex and they are varied. They pertain to the big decisions 
the families make and they also pertain to the small decisions that 
people make on an individual daily basis. 

Do I use my debit card? Do I use my credit card? What is the 
smart decision on how I am managing my finances are? What are 
my longer-term goals and my short-term goals? 

I think the fact that the Federal Government with the different 
agencies and the regulators have unique knowledge and expertise 
pertaining to many of those different facets of a consumer’s finan- 
cial life. 

I think that it is important that the Federal Government can be 
leveraging those unique levels of expertise among the different 
agencies to provide that kind of information to consumers their 
particular needs but then also making sure that we are coordi- 
nating across the agencies and learning from each other. 
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I think the Federal Government has a particularly important 
role to play in terms of research and evaluation and really drilling 
down to make sure that we understand what works when it comes 
to these different financial matters. 

And then of course, there is the role of the Federal Government 
in terms of moving policy. The Dodd-Frank Act includes a number 
of financial education provisions including the creation of the CFPB 
and the Office of Financial Education. 

So, I think it has a wide-ranging set of levers that it can use. 
And then the one last thing that I should mention is it also has 
direct connections to communities which is a really important piece 
of all this, and it goes to Senator Johnson’s point earlier, it’s re- 
sources to communities, it’s resources to localities, it’s introducing 
ideas and research and innovation that I think can ultimately help 
to move the needle in consumer’s financial skills. 

Senator Akaka. Thank you. Ms. Cackley. 

Ms. Cackley. Thank you. Yes. This is a subject that our two fo- 
rums definitely addressed. The participants of those forums felt 
very strongly about the role of the Federal Government in address- 
ing financial literacy issues and they spoke about a number of dif- 
ferent things that they thought were important. 

One, as Ms. Koide said, is just the deep experience of different 
agencies of the Federal Government, experience with certain sub- 
ject matter, and experience with certain populations that need to 
be served in terms of providing financial literacy. 

Another important point is the fact that the Federal Government 
can certainly serve as an unbiased and objective source of informa- 
tion whereas the private sector often has a certain set of interests 
in mind. When they are providing information to the public, the 
Federal Government can be an unbiased source. 

Another issue is the different distribution channels that the Fed- 
eral Government has available to provide information, through 
things like the Social Security statement or VA benefits. These are 
distribution channels that the Federal Government can use to pro- 
vide information. 

And then there are things like just the fact that the Federal Gov- 
ernment has a built-in bully pulpit that the government can use to 
raise these issues to a higher level than anyone else. 

And again, the convening power of the Federal Government to 
really bring folks together and address the issue in a much more 
coordinated fashion. 

Senator Akaka. Thank you. Ms. Busette. 

Ms. Busette. I would concur with my colleagues on this panel 
that each Federal agency has its own mission and expertise; and 
for that reason, each agency makes a unique contribution to the fi- 
nancial literacy of Americans. 

Collectively, the Federal Government serves hundreds of millions 
of Americans. So, Federal agencies have the opportunity to inte- 
grate financial literacy efforts with other activities in a manner 
that achieves broad reach across the country. 

As you know. Congress mandated that our Director serve as the 
Vice Chair of the Financial Literacy and Education Commission. 
That role affords us the opportunity to assist in the coordination 
of financial literacy efforts throughout the Eederal Government so 
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that the unique opportunities to serve broad swaths of American 
consumers are optimized. It also allows us to identify the most ef- 
fective approaches and target our efforts accordingly. 

Senator Akaka. Thank you very much. 

Ms. Koide, GAO has recognized the Commission’s progress in re- 
cent years promoting public-private partnerships and recommended 
building on this progress to implement the goals of the 2011 na- 
tional strategy for financial literacy. 

As the official responsible for directing the activities of the Com- 
mission and the President’s Advisory Council on Financial Capa- 
bility, how will you leverage these coordinating entities to make 
sure public and private resources are used efficiently to implement 
the strategy? 

Ms. Koide. Yes, I am happy to answer that. It has been some- 
thing that we have been thinking about quite a bit since I joined 
the Treasury Department 4 weeks ago but I am happy to share 
with you where my head is on this really important opportunity, 
frankly, that this position holds with respect to financial education. 

As I said in my opening remarks, I really look at the role of the 
President’s Advisory Council on Financial Capability as being a 
brain trust for the Federal Government but especially for Treasury 
and the Administration with respect to where we should be driving 
our work at the Federal level in financial education efforts. 

And I think there are some really important and complementary 
ways in which the two bodies can work together to drive efficiency. 
A number of the recommendations, for instance, that have come 
out of the President’s Advisory Council are recommendations that 
I think the Commission is already moving in the direction of help- 
ing to implement. 

Some of the big ones are around issues of making sure that we 
are truly rolling out means of assessing effectiveness in the range 
of the different programs that the Commission is doing itself or 
supporting at the local level. 

Another area that the Commission has defined some focus 
around is youth and really boosting the financial knowledge of our 
youth. And I think there are some important ways in which the 
Commission, through the different agencies such as the Depart- 
ment of Education, the FDIC, and some of their money smart cur- 
riculum targeted at youth, are leading the charge. 

But I would also say that I think the work of the Commission 
and frankly the work of the financial education field are at a point 
where we need to really define what are some concrete goals that 
we want to achieve and how can we do that together as a body of 
Federal agencies. 

So, the work that I am going to be doing over the next few 
months or so is going to be working with the Commission, building 
on the knowledge from the President’s Advisory Council, what are 
we trying to achieve and how are we going to set up some metrics 
to pursue these goals. 

Senator Akaka. Ms. Koide and Ms. Busette, schools can play an 
important role in improving the financial capability of young peo- 
ple. As you know, one of the three things the President’s Advisory 
Council is emphasizing is the need for financial education to take 
its rightful place in American schools. 
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Ms. Koide. Absolutely. 

Senator Akaka. How is the Commission, working primarily 
through the Department of Education, collaborating with State and 
local governments to accomplish this goal? Ms. Koide. 

Ms. Koide. I am happy to start off with giving a few examples. 
A couple I just mentioned and Chairman Bair mentioned some of 
these as well which are testing various types of curriculum that 
can be embedded into the education courses. 

Other approaches have been actually trying to embed, if you will, 
banks and credit unions into the schools so that the children are 
learning in a real tangible, hands-on way what it means to manage 
your finances. 

I think the Department of Education, I would be happy to get 
more details for you, has been also trying out some other research 
approaches around how you can include financial education into 
schools. 

I think the learnings from each of these different strategies are 
going to be things that we will be looking at more closely across 
the agencies through the work of the Commission. 

Senator Akaka. Thank you. Ms. Busette. 

Ms. Busette. Chairman Akaka, we certainly agree with the 
Council’s theme that financial education should take its rightful 
place in American schools. 

Students need to be provided with effective financial education 
before they enter into financial contracts and make important fi- 
nancial decisions. 

As you are probably aware, research has revealed that financial 
education in schools can have a very significant impact on encour- 
aging healthy financial behaviors later in life. 

And research has also shown that the right access, education and 
incentives, even for low income students and families, particularly 
when they are incentivized to save, can leave students with sav- 
ings, making them more likely to enroll in college. 

At the Bureau, we definitely embrace the concept of having a fi- 
nancial education throughout the school system. We are working 
with key stakeholders that have spent many decades working in 
this particular area to highlight policy opportunities and to pro- 
mote innovative approaches to financial literacy for youth. 

Senator Akaka. Thank you. 

Ms. Cackley, the Commission’s 2011 national strategy and its ac- 
companying implementation plan appeared to address many of 
GAO’s prior recommendations. 

How many of GAO’s recommendations for improving the national 
strategy have been implemented and for those outstanding rec- 
ommendations would you please elaborate on the benefits of imple- 
mentation? 

Ms. Cackley. Certainly. There have definitely been some of our 
recommendations that have been addressed. We recommended fos- 
tering new partnerships with non-Federal sectors and organiza- 
tions and the Commission has taken a number of steps in this re- 
gard, among them the National Financial Education Network, 
which is a partnership with State and local government, and also 
facilitating the President’s Advisory Council on Financial Capa- 
bility, which is a partnership with the private sector. 


VerDate Nov 24 2008 09:43 Oct 25, 2012 Jkt 075211 PO 00000 Frm 00032 Fmt 6633 Stmt 6633 P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


29 


We also recommended that the Commission provide for an inde- 
pendent review of Federal programs and activities and the Com- 
mission has done this. There has heen hoth a report by the RAND 
Corporation and also a graduate student who did a review of Fed- 
eral programs and provided that to the Commission. 

We recommended that the Web site MyMoney.gov measure cus- 
tomer satisfaction and also test usability of the Web site. They did 
do a measure of customer satisfaction. We do not know yet if they 
have tested the usability of the Web site, and that is something we 
can follow up on. 

We also recommended that the national strategy for financial lit- 
eracy incorporate some additional elements, this is something we 
are reviewing in ongoing work. We are reviewing the newest na- 
tional strategy and we will be providing an assessment later this 
year of that. 

Senator Akaka. Thank you. 

My next question is for Ms. Koide and Ms. Busette. One of the 
Subcommittee’s most successful oversight efforts has been its work 
together with GAO and an interagency Coordinating Council to re- 
form and remove the security clearance program from the GAO 
high risk list, an achievement that no other DOD program has ac- 
complished. 

A critical factor in this success was top agency officials’ commit- 
ment to developing close working relationships that enabled them 
to resolve differences and hold each other accountable for achieving 
results. 

I strongly urge the Commission to analyze the security clearance 
reform efforts. Many of the practices, particularly the development 
of tools and metrics to objectively measure progress, are worth fol- 
lowing. 

As you both know, last year GAO recommended that Treasury 
and CFPB closely coordinate financial literacy roles and activities. 
I understand your respective offices meet once a month to do this. 

What joint actions have your offices initiated as a result of these 
meetings and do you have plans to enhance these efforts? 

Ms. Busette. Chairman Akaka, the goal of our monthly meet- 
ings that you mentioned is to coordinate the activities and to in- 
form each office of future plans so that we achieve maximum syn- 
ergy. 

To that end, we have collaborated on the activities of the finan- 
cial literacy and education commission, the upgrade of the 
MyMoney.gov site and on informing each other of research and in- 
novation plans. We certainly look forward to continuing and broad- 
ening that collaboration. 

Senator Akaka. Thank you, Ms. Busette. Ms. Koide. 

Ms. Koide. Sure. I would just add, again, I am a month in so 
I have not been able to be a part of these prior conversations but 
we could not be more happy about having the CFPB joining us as 
Vice Chair. 

I think that the Bureau is going to bring both a wealth of infor- 
mation, a wealth of knowledge, and real strength in terms of our 
ability to help shape and craft the direction that the Commission 
is headed. It is going to be a really important partnership when it 
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comes to setting out what goals we are trying to achieve with the 
Commission. 

So, we are quite pleased. 

Senator Akaka. Thank you. 

Ms. Koide, I strongly support GAO’s recommendation that the 
Commission incorporate into the national strategy a description of 
the resources required for implementation. 

This would help policymakers make informed decisions on allo- 
cating resources. Would the Commission provide Congress a sup- 
plemental report that clearly identifies the level of resources re- 
quired to accomplish the strategy’s goals? 

Ms. Koide. I appreciate the question and I appreciate the pres- 
entation of the opportunity to do that; and by all means, we would 
welcome the chance to come back in and talk to you about how we 
are going about achieving our goals with the Commission, what are 
the metrics we are going to set up for ourselves in moving the nee- 
dle in financial education. 

So, we welcome the opportunity to have those conversations with 
you. 

Senator Akaka. Thank you for that. 

Ms. Cackley, would you care to comment on the benefits of pro- 
viding policymakers with information on the resource requirements 
needed to effectively implement the national strategy? 

Ms. Cackley. Certainly. We have recommended that the Com- 
mission itself as part of its strategy describe the resources required 
and the appropriate allocation of those resources. We felt that de- 
termining resources and their best allocation is key to ensuring the 
most efficient and effective implementation of a national strategy 
for financial literacy. 

Senator Akaka. Thank you very much. I want to thank this 
group of witnesses for their statements and responses, and I look 
forward to working with them on these issues. Of course, the end 
result we all hope for is that this can be put together to prevent 
the next financial crisis from happening. 

Ms. Koide. Agreed. 

Senator Akaka. So, I want to thank you very much for your testi- 
mony and your responses. Thank you. 

Ms. Koide. Thank you. 

Ms. Cackley. Thank you. 

Ms. Busette. It has been a pleasure. Thank you. 

Senator Akaka. Now, I would ask our third panel of witnesses 
to come forward. I welcome Dr. Brigitte Madrian, Professor at the 
Harvard Kennedy School; and Dr. Mark Calabria, Director for Fi- 
nancial Regulations Studies at the Cato Institute. Ms. Sharra 
Jones, Math Instructor, at Oak Park Elementary School in Mis- 
sissippi and Mr. Michael Martin, Academy of Finance Instructor, 
Lansdowne High School in Maryland and Mr. Evan Richards, 
Graduate of the Academy of Finance and undergraduate student at 
Towson University. 

As you know, it is the custom of this Subcommittee to swear in 
all witnesses, so I ask you to please rise and raise your right hand. 

Do you solemnly swear that the testimony you are about to give 
this Subcommittee is the truth, the whole truth, and nothing but 
the truth so help you, God? 
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Ms. Madrian. I do. 

Mr. Calabria. I do. 

Ms. Jones. I do. 

Mr. Martin. I do. 

Mr. Richards. I do. 

Senator Akaka. Let the record note that our witnesses answered 
in the affirmative. 

Before we start, I want you to know that your full written state- 
ments will be part of the record and I would like to remind you to 
please limits your remarks to 5 minutes. 

Professor Madrian, please proceed. 

TESTIMONY OF BRIGITTE MADRIAN, i PH.D., AETNA PRO- 
FESSOR OF PUBLIC POLICY AND CORPORATE MANAGE- 
MENT, JOHN F. KENNEDY SCHOOL OF GOVERNMENT, HAR- 
VARD UNIVERSITY 

Ms. Madrian. Thank you. It is a pleasure to be here today. One 
does not need to search hard to find evidence of poor financial deci- 
sionmaking by U.S. households. Individuals do not shop around for 
financial products and consequently pay far more than necessary 
for products such as credit cards and home mortgages. 

When interest rates are falling, many homeowners fail to refi- 
nance. Individuals do not understand the factors that should mat- 
ter most in making investment choices; for example, they chase 
past returns and pay too little attention to investment fees. 

Individuals hold poorly diversified portfolios with heavy exposure 
to investments like employer stock. Individuals neglect to enroll in 
their 401(k) savings plans even when their employer is offering a 
generous match, and a sizeable fraction of households do not have 
a rainy day fund to help meet emergency expenses and report that 
they would have difficulty coming up with $2000 from any source 
in less than 30 days. 

One also does not need to search hard to find evidence that many 
U.S. households are not particularly financially literate. Individ- 
uals do not understand how inflation impacts their purchasing 
power. They do not understand how the interest rate environment 
impacts their investment options. They do not understand the 
power of compound interest. They do not understand how to diver- 
sify against labor market and financial market risks, and they do 
not understand the salient characteristics of many different finan- 
cial investments. 

Unfortunately, there is no evidence that the financial capabilities 
of U.S. households have been improving over time. Not surpris- 
ingly, there is a correlation between financial literacy and the qual- 
ity of financial decisions made by individuals. 

Those who are more financially literate are less likely to make 
financial mistakes and are more likely to report confidence in their 
financial decisions. The consequences of limited financial literacy 
and poor financial decisionmaking are particularly acute for low in- 
come households who have little leeway for coping with financial 
mistakes. 


^The prepared statement of Ms. Madrian appears in the appendix on page 76. 
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The positive correlation between financial literacy and the qual- 
ity of financial decisionmaking has led many to the conclusion that 
increasing financial literacy through financial education will im- 
prove financial outcomes. 

But what do we really know about how well financial education 
works? The evidence on whether financial education improves fi- 
nancial outcomes is suggestive at best. The most substantial prob- 
lem in the research on financial education and financial outcomes 
is that if financial education programs are available and take-up is 
voluntary, those who receive financial education are likely to be 
quite different from those who do not receive financial education. 

In particular, those who are capable of making better financial 
decisions in the first place may be those who recognize the value 
of and invest the time in obtaining financial education. 

If so, we would likely observe a positive relationship between fi- 
nancial education and better financial outcomes, but it would be 
unclear what part of that relationship is due to differences in the 
types of people who do and do not get financial education, and 
what part is due to the actual provision of financial education. 

From a research standpoint, the ideal approach for ascertaining 
the effectiveness of financial education would be through random- 
ized controlled trials, the same approach that is used to ascertain 
the effectiveness of different medical treatments. 

A population would be randomly assigned to either receive or not 
receive financial education, and then outcomes for both groups 
would be followed over time. 

Unfortunately, there have been very few studies that have used 
this approach to study the impact of financial education. The con- 
clusions of the very small number of studies that have used this 
approach paint a mixed picture, with some finding no significant 
difference in financial outcomes for those who do and do not receive 
financial education, and others finding some evidence that financial 
education may have small beneficial effects on outcomes such as 
savings and credit utilization. 

From a policy standpoint, the biggest current need on the finan- 
cial education front is a better understanding of whether financial 
education is effective and, if so, what types of financial education 
interventions work best. 

It makes no sense to fund programs that do not work, and yet 
we know very little about what does and does not work because 
most financial education interventions have not been implemented 
in a way that allows for convincing analysis of their efficacy. 

Here are the broad questions on which further research would be 
most valuable. What are the basic financial competencies that indi- 
viduals need? What type of financial education content works best 
and for whom? 

Some of the emerging literature suggests that actionable, rule-of- 
thumb based financial education may be more effective than prin- 
ciples-based content, at least for certain groups. 

What type of delivery works best? Courses, apps, games, things 
like that. How do we induce the people who need financial edu- 
cation to get it? 

School-based programs have the advantage that, while in school, 
students are a captive audience, but schools can only teach so 


VerDate Nov 24 2008 09:43 Oct 25, 2012 Jkt 075211 PO 00000 Frm 00036 Fmt 6633 Stmt 6633 P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


33 


much. Most of the financial decisions that individuals face in their 
adult lives have little relevance to elementary and high school stu- 
dents. 

How do we deliver financial education to adults before they make 
mistakes when we do not have a captive audience? 

These are important questions and ones about which unfortu- 
nately we have very little, to say. 

Despite the dearth of evidence, financial literacy is in short sup- 
ply, and increasing the financial capabilities of the population is a 
desirable and beneficial goal. 

I believe that well designed and well executed financial education 
initiatives can have an effect. But to design cost effective financial 
education programs, we need better research on what does and 
does not work. 

Thank you. 

Senator Akaka. Thank you very much, professor. Director 
Calabria. 

TESTIMONY OF MARK CALABRIA, i PH.D., DIRECTOR, 
FINANCIAL REGULATIONS STUDIES, CATO INSTITUTE 

Mr. Calabria. Chairman Akaka, thank you for the invitation to 
appear today and let me begin by commending you for your long 
efforts toward increasing financial literacy. 

I believe this is a goal we all share. I think we would all like to 
see consumers make better, more informed choices. I think we do 
have to separate out, when evaluating public policy, though, that 
intentions are one thing and outcomes are another. 

I think we also need to separate out the difference between 
means and ends. For instance, I look at financial education which 
is an attempt to improve financial literacy as ultimately about not 
simply imparting more knowledge but also improving decision- 
making and behavior. So again, the ultimate objective is to change 
behavior, to help improve behavior. 

I should say, maybe stating the obvious, that we can and do 
spend a considerable amount of resources on financial education as 
does the financial services industry. I will note that State and local 
governments also spend a considerable amount of resources on fi- 
nancial education particularly in the form of classroom hours and 
the compensation and the time of educators. 

I think it is important to keep in mind, however, that dollars or 
hours should not be our measure of success. They are a measure 
of cost. The true measure of success is, again, whether households 
are making good financial decisions and behaving in a responsible 
manner. 

I think the notion that an informed consumer makes a better one 
is appealing, but that notion leaves us with little concrete guid- 
ance. Whether financial literacy programs actually make a “better” 
consumer is ultimately an empirical question. 

I would say, having read some of the very large literature there 
is on this, much of which is peer-reviewed, again I would echo I 
think mixed was maybe the word that was used. I would agree 
with that. 


^The prepared statement of Mr. Calabria appears in the appendix on page 82. 
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I would say you could take a variety of different conclusions from 
that literature. I would say that it is very hard to read that lit- 
erature and walk away with the conclusion that there is a strong, 
consistent, positive impact on financial literacy on the behavior. 

I do think that there is a strong impact of financial literacy on 
knowledge. There does seem to be some suggestion that these class- 
es, the courses, people end up learning more but there does not 
seem to be a strong suggestion that they consistently change their 
behavior and such. 

So with that, again, I think we need to be concerned about the 
impact of that and make sure that those programs are working ef- 
fectively. 

I also do think that there are some potential downsides that we 
do need to make sure we are taking care of when we address this. 
For instance, if financial education programs increase consumer 
confidence without actually increasing knowledge or judgment, 
then a sense of overconfidence can bias consumers to an under esti- 
mation of risks. On the other hand, under-confidence could dis- 
suade consumers from entering into financial transactions that 
would improve their welfare. 

I recognize that striking the appropriate balance is easier said 
than done but we do need to make sure that we are imparting, if 
we are going to impart more confidence, we need to impart more 
knowledge at the same time. 

I want to focus for a little bit on housing counseling. Obviously, 
housing played a very unique role in this financial crisis. First, it 
is important to recognize we have been funding, at the Federal 
level, housing counseling since 1969. 

While those funding levels remained modest until about the 
1990s, they increased dramatically under the second Bush Admin- 
istration. In fact, by the time of the financial crisis, we were spend- 
ing close to $50 million annually in the Housing and Urban Devel- 
opment (HUD)-directed housing counseling dollars. 

While we cannot say with any certainty that the housing crises 
would have been worse or how much worse if we had not spent 
hundreds of thousands of dollars on housing counselors, we can say 
that such expenditures did not stop a financial crisis from hap- 
pening. 

Part of this lack of effect is due to whether housing counseling 
is effective at reducing defaults. Again, the empirical evidence is 
mixed although I think one of the things we can take away from 
that empirical evidence is that, on the one hand, light touch coun- 
seling, sort of like over the phone or computer-based or home 
study, seems to have almost no effect on defaults whereas class- 
room-based, one-to-one intensive counseling does seem to have im- 
pact on defaults. 

There is also some possibility that counseling might increase 
strategic defaults. At least one study has found that which, of 
course, has been linked to underwater borrowers walking away 
from their mortgages. 

I think my primary concern, however, with linking financial lit- 
eracy to the recent financial crisis is that, in my opinion, it dis- 
tracts from much needed changes in our financial regulatory sys- 
tem not to mention our monetary system. 
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At the risk of overgeneralizing, I do not believe we had a finan- 
cial crisis due to a lack of financial literacy. I believe we had a fi- 
nancial crisis due to very perverse incentives in our financial sys- 
tem that encouraged excessive risk-taking on the part of lenders 
and borrowers while also reducing incentives for appropriate due 
diligence on the part of investors and creditors. 

And while it is beyond the scope of today’s hearing, I should be 
very clear that, in my opinion, the recently passed, or I should say 
2 years ago, Dodd-Frank Act I do not believe fixes our financial 
system. 

Too big to fail is still with us. Moral hazards are bigger problems 
than they were today before the crisis. So again, while I commend 
the Chairman’s efforts, I think we cannot lose sight of the urgent 
need for reform in our financial regulatory system. 

Let me wrap up by emphasizing that financial education is only 
going to be as good as the information that is imparted. A very 
basic question to start out with is what is it that consumers do not 
know. 

If financial education focuses on minor or even relatively irrele- 
vant issues such as, for instance, the impact of pulling a credit re- 
port on one’s score to the exclusion of central issues like the impact 
of timely debt payments on one’s credit score, then I think con- 
sumers can be made worse off. So again, the emphasis has to be 
on content. 

Counseling also runs the risk of having it’s substance driven by 
the bias of both providers and regulators. Take the largely positive 
image of home ownership presented by many housing counselors or 
the negative image presented by mortgage prepayment penalties. 
Both of these images in my opinion were driven far more by bias 
than fact. 

From my own experience working at HUD on Real Estate Settle- 
ment Procedures Act (RESPA) reform, I watched lawyers drive 
mortgage disclosure in such a way that harmed consumers because 
these lawyers were convinced that mortgage brokers were inher- 
ently bad. 

Efforts at financial education have to devote more attention to 
the substance rather than the form. Before we can hope to de-bias 
consumers, we have to de-bias providers, regulators and quite 
frankly politicians as well. 

I thank you for your attention and look forward to your com- 
ments and questions. 

Senator Akaka. Thank you very much. Director. 

Ms. Jones, please proceed with your testimony. 

TESTIMONY OF SHARRA JONESJ MATH INSTRUCTOR, OAK 
PARK ELEMENTARY SCHOOL IN MISSISSIPPI 

Ms. Jones. Chairman Akaka, thank you for the opportunity to 
be allowed to speak at the hearing on financial literacy today. Once 
again, my name is Sharra Jones and I am a third grade teacher 
at Oak Park Elementary School located in Laurel, Mississippi. 


^The prepared statement of Ms. Jones appears in the appendix on page 92. 
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I graduated from Millsaps College where I first became exposed 
to and aware of financial literacy and the Mississippi Council on 
Economic Education. 

Upon my first year of teaching, I began to integrate economics 
within my math class. My sixth grade math students placed third 
in competition that year. So, I found the integration to be very ef- 
fective. Not only did they place third but their test scores increased 
on the district level and on the State level. The only difference be- 
tween my math class and the other math class was just the inte- 
gration of economics. 

After my first year teaching, I was chosen to attend the Achiev- 
ing Demonstrated Economics and Financial Literacy at Millsaps 
College that was offered by the Mississippi Council on Economic 
Education and funded by the No Child Left Behind Title II, Part 
A. 

At this former Institute, I gained knowledge on all the concepts 
of economics as well as entrepreneurship and personal finance. 
From leaving this training, I was given materials to implement in 
my classroom. The most effective material, or the one that was my 
favorite, was the Council of Economic Education virtual economic 
CD. 

The reason why I like that one so much was because it provided 
a bunch of lists from different literature and lists were given by 
subject duration, and I was able to increase or decrease the rigor 
depending on where my students were as well as a financial fitness 
for life curriculum that I was able to implement in my classroom. 

Even though the institute was over, it also provided many profes- 
sional development opportunities where I was able to collaborate 
with colleagues, share ideas or exchange ideas. And also, they pro- 
vided extra information like bringing in the Federal reserve banks 
to give us more information and teach a lesson on savings. 

With my sixth grade students, as I previously mentioned, they 
made significant gains with the integration. Then I taught fifth 
grade. 

With my 5th grade students, I had 17 out of 20 students who 
were on the Response to Intervention system (RTI). There I needed 
to provide intervention three times a week. 

So, during those interventions I integrated the economics within 
the math concept which gave them a real life connection. With the 
hands-on approach and a desire to learn, they were able to grasp 
the concept and apply it to the State test and district test. 

Now, I am currently teaching third graders. With my third grad- 
ers, the lesson that we are currently on is savings and investing. 
We are in a program called Positive Behavior Interventions and 
Support (PBIS) system which is where you focus on the positive be- 
havior and not the negative behavior. 

We reward our kids by giving them Dragon Dollars. They are 
able to use the Dragon Dollars at the dragon den; and within our 
dragon den, there are different prize levels that they are able to 
spend their money on. The bigger the prize, the more money it 
costs. 

So, with my third graders, I do an extra twist because every time 
we win I have some student who never had enough money to buy 
the bigger prize. So, I did like a credit situation. 
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You can borrow Dragon Dollars from me; but realizing when you 
borrow the Dragon Dollars, for every dragon dollar you borrow you 
have to pay two back, trying to teach them the concept of it is bet- 
ter to save than to buy it on credit, not unless you can pay it off 
at one time. 

So, when my students figured out that they were losing all of 
their Dragon Dollars from buying on credit because they were hav- 
ing to pay me twice as much as what it costs, they began to save 
their own and they learned if I save these, then I can pay what 
the original price was without paying extra for it. 

In conclusion, I think teaching financial literacy to children at a 
young age is very beneficial as they get older. They are more pre- 
pared to make more financial decisions. 

And again, thank you for giving me the opportunity to speak. 

Senator Akaka. Thank you very much, Ms. Jones. 

Mr. Martin, please proceed with your testimony. 

TESTIMONY OF MICHAEL MARTIN, i ACADEMY OF FINANCE IN- 
STRUCTOR, LANSDOWNE HIGH SCHOOL, BALTIMORE COUN- 
TY PUBLIC SCHOOLS 

Mr. Martin. Thank you. Chairman Akaka. I first want to thank 
you for asking me here to testify before your Subcommittee about 
a topic as critically important as personal financial literacy. 

Educating young people about the real world of personal respon- 
sibility when it comes to managing one’s finances could never be 
more crucial than it is in today’s economy. 

It matters not whether one sees the economic glass as half full 
or half empty. There are always market pundits who are quick to 
see Bulls and Bears. What is truly vital is making sure that the 
glass is full of knowledge when it comes to making sound financial 
decisions, especially when it comes to educating our youth. 

And the best way, indeed the only way, is to get kids learning 
the real Xs and Os of personal finance. All aspects. It has to be 
real. It has to be engaging. And it has to be meaningful. That is 
something I have tried to do at the Lansdowne High School, Acad- 
emy of Finance (AOF). 

At Lansdowne, which is one of just 264 high schools in the Na- 
tion that is part of the National Academy Foundation, I have seen 
first-hand what real-world teaching does for students who hail 
from the poorest neighborhood in all of Baltimore County. 

Ninety-seven percent of our AOF students, nearly half of whom 
are minorities, graduate, going on to higher education or the mili- 
tary. And each one of them takes knowledge with them, personal 
knowledge that will, and has, enabled them to confidently make 
smart financial choices. 

It is so satisfying to hear from students who have gone on to col- 
lege and tell myself that what they are being taught in their fi- 
nance courses in college is actually much of what they already 
learned in high school. 

I must admit that textbooks, while they certainly have their 
place, are not the main source of material to teach my students. 
Instead, my kids get real world, real hands-on lessons designed by 


^The prepared statement of Mr. Martin appears in the appendix on page 95. 
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myself and created by the Maryland Council on Economic Edu- 
cation. 

I found that if I can reach a student, I can teach a student. The 
best way is to make it real. For example, my students first learn 
about investing in the stock market. It is a great way to get them 
excited right out of the gate. 

My passion for investing began about 30 years ago when my late 
father-in-law gave my wife and I shares of a stock he acquired 
years before. I was instantly hooked on investing and have been re- 
investing the dividends from that stock and others ever since. I 
still own that stock which invests in real estate in the D.C. area. 

Today, students are so adept at technology that teaching them is 
easy, fun and engaging. We are fortunate to have a computer in 
front of every kid in my room so, why not use them. 

Every one of them creates their own personal stock portfolio 
using a custom Excel chart that I created and then each tracks 
their holdings the entire course. It only takes me a short time to 
get them comfortable with Web sites to research stocks and before 
long they are calculating yields on dividends, PE ratios, and the 
like. They also complete a two-week long budget lesson that I de- 
signed, all using the computer. 

Lessons designed by the Council on Economic Education also find 
their way into my class room, like one of my favorites. “Was Babe 
Ruth overpaid?” It compares the salary of the Sultan of Swat with 
stars of today in order to determine how prices of yesteryear relate 
to today’s dollars. It is a fascinating and fun way to get kids excited 
to learn about a not so exciting topic like the CPI Index. But it 
works. 

I have also designed a real-world project where my students sim- 
ulate the Federal Reserves’ Beige Book for use at its Federal Open 
Market Committee (FOMC) meetings. It is a great way to incor- 
porate writing and research into the classroom in a way far more 
interesting and real than simply answering questions in the back 
of a chapter. 

As a former newspaper reporter, I insist that my students write 
well, and because I am competitive, I feel students need to learn 
how to work as a team to win or lose together. That is the way the 
real world operates so why not in school. 

To that end, I was extremely fortunate to open an email several 
years ago from the Maryland Council on Economic Education that 
was looking for some teams to compete in a State championship on 
personal finance knowledge. I figured, why not. 

So, I took two teams from our not so upscale school to Towson 
University to go head-to-head with public and private schools from 
across Maryland. We took second place that year and in the past 
2 years our neighborhood kids won the Maryland State Champion- 
ship and an opportunity to compete for a national title in the Mid- 
west both years, finishing 6th in the Nation last spring in St. 
Louis. 

It was an incredible opportunity for four young men who now 
find themselves off to college, all doing quite well in various busi- 
ness related majors. 

I would like to close by saying way too many people, young and 
old alike, including a vast number of teachers, simply have no idea 
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about personal finance, or very little. It has been kept quiet for 
way too long and it has to change. 

Educators need to get educated on how best to instruct students 
on personal finance to avoid the next looming bubble that is wait- 
ing to burst, that collective ignorance of Americans about how best 
to handle their own money. 

With innovative instruction, and groups like the Council on Eco- 
nomic Education, the Federal Reserve’s vast education resources 
and so many other options available, all at limited costs, our stu- 
dents can obtain an education that will truly make a difference and 
stay with them the rest of their lives. There is nothing more impor- 
tant for our students. 

I would like to thank you for allowing me the opportunity to ap- 
pear before the Subcommittee and I would also like to give you a 
personal thank you for your service in World War II in the Pacific. 

Thank you. 

Senator Akaka. Thank you very much, Mr. Martin. 

Now, Mr. Richards, please proceed with your testimony. 

TESTIMONY OF EVAN RICHARDS, i ACADEMY OF FINANCE 

ALUMNUS, LANSDOWNE HIGH SCHOOL, BALTIMORE COUNTY 

PUBLIC SCHOOLS AND UNDERGRADUATE STUDENT AT THE 

TOWSON UNIVERSITY 

Mr. Richards. Thank you so much. Chairman Akaka, for having 
me here today and for being such a pioneer on this very critical 
issue. 

Coming from a family with two stable incomes growing up, a lot 
of financial stress was never seen in my house. My parents had 
enough income to provide for me and my younger brother, while 
maintaining an adequate household for us. That is, until something 
known as the great recession hit. 

It was not long after that, about the spring of 2009 when my fa- 
ther had emergency back surgery and had to go on short-term dis- 
ability, followed by long-term disability and ended up being termi- 
nated from employment. 

We saw a dramatic cut in our household income. It was slashed 
to a level that we never dreamed of, and we saw it as the end of 
the tunnel. We were going to try our best to get by, but with no 
plan set for our future, everything was in jeopardy. 

About that fall, I began my junior year, which is when members 
of the Academy of Finance were open to new aspects of the finan- 
cial world; things we had never really considered until then. 
Stocks, bonds and contracts were terms that I became familiar 
with, and by extensively studying the nuts and bolts of these finan- 
cial products, I understood that these were items that I would have 
to face in the near future. 

When my senior year came around, this was the time when the 
major points of the financial world became apparent. We were 
taught about things such as budgets, where we not only analyzed 
how personal budgets should be handled, but we took our education 
a step further and examined how governments handle their budget 
issues. 


^The prepared statement of Mr. Richards appears in the appendix on page 97. 
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We also looked at things such as mortgages, credit cards, and in- 
terest rates, which are things that usually begin to hit you right 
after you finish your schooling, and in these troubling financial 
times, sometimes right after high school. 

My high school education even went a step further, thanks to the 
Maryland Council on Economic Education, which is an affiliate of 
the Council for Economic Education (CEE). This gave us an oppor- 
tunity to finally test ourselves. Do we have enough knowledge to 
enter the financial world? Can we make it on our own? 

And of course, every year the Maryland Council holds a personal 
finance challenge where schools from across the State were brought 
together to test their financial knowledge. I am glad to say when 
Lansdowne High’s team in 2010 and 2011 took first place and I 
was a member of the team that went to St. Louis last year and 
placed sixth in the Nation. 

Obtaining these skills from the Academy of Finance has truly 
helped me as of last fall when I began my college career at Towson 
University. Budgets and contracts were two main substances that 
I truly began to explore in detail as a college student. 

For many students across America, this is the first time where 
we are required to sign a contract and can legally do so, whether 
it would be for just a college loan or admission to their school. 
Until this time, many students would not consider these items seri- 
ously, and therefore not exactly understand what they are getting 
themselves into. 

Luckily for me, with my Academy of Finance education, I already 
knew what was occurring and was quite comfortable with all of 
these new endeavors. 

My instructors also pressed the importance of paying for college 
via scholarships and minimal loans. I was fortunate enough to re- 
ceive enough scholarship money to attend Towson University full 
time without paying out of pocket. I consider myself to be ex- 
tremely lucky to have that opportunity. 

However, paying for transportation and books is something that 
needed my budgeting skills. I knew that instead of paying a ridicu- 
lous amount for a textbook, I can shop around, much like you can 
do with mortgage rates and credit card rates, et cetera, and find 
the book for a cheaper price. 

It is the small things like that, that truly make a difference to 
college students when they are first entering the financial world, 
where a huge amount of responsibility is placed on them, possibly 
for the first time. 

So, as I have stated before, the knowledge I have obtained 
through the Academy of Finance, it is not difficult knowledge. It is 
basic concepts that you need to survive. I am very fortunate to 
have it, and I know that by learning these things at such a young 
age, I will have a “leg up” in the world, and I will be able to make 
better financial decisions as a result. 

These life financial skills will impact all of us, no matter what 
we do. From farmers to mechanics to top company executives, we 
all have to learn how to manage finances. For me, a career in busi- 
ness, with a possible tenure in state politics, is what I have in 
mind for my future. I know that with my financial skills, I can 
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reach these goals by continuing my education, and just keeping my 
head straight financially. 

Thank you for your time and consideration. 

Senator Akaka. Thank you very much, Mr. Richards. 

Ms. Jones, listening to your testimony, particularly the use of 
Dragon Dollars to teach your students to save, reminded me of my 
fourth-grade teacher who used a piggy bank in the same way. 

As Ms. Bair noted, financial education may be most effective if 
introduced to children early on. In your own experience, have les- 
sons you have taught your students had a lasting impact on their 
spending and saving habits? 

Ms. Jones. Yes, in my experience it has. I have the younger kids. 
Whenever they feel that they had an exciting time or fun doing, 
they go home and share with their parents because they like to 
take this same concept in school and apply it to something in their 
daily lives. 

I have actually have had parents who come and approach me and 
ask me about some of the terminology that their child has learned 
because they are unfamiliar with it. It also gives me opportunities 
to talk with the parents and maybe give them a little advice or lit- 
tle leg up about savings as well. 

Senator Akaka. Thank you, Ms. Jones. Mr. Martin. 

Mr. Martin. Yes. 

Senator Akaka. Your ability to transform important economic 
concepts that students might initially think are boring into engag- 
ing lessons is very impressive. 

Mr. Martin. Thank you. 

Senator Akaka. I have not met many high school teachers who 
teach their students to simulate the preparation of the Fed’s Beige 
Book. I am interested in learning more about that project and its 
impact on your students’ understanding of broad economic prin- 
ciples and how they apply in their local communities. 

Mr. Martin. Well, it is a really interesting concept because when 
I first came across it we were teaching the Fed as part of our les- 
sons and I really did not think the textbook would do it justice. 

So, as a newspaper reporter, I decided to turn the classroom into 
a newsroom and I had all students, I had 35 students involved in 
this project and each one of them had to interview a local business 
just as the Federal Reserve does when it does Beige Book. 

But first they had to actually read the letter Federal Reserve 
Beige Book. They had to understand the terminology, the language, 
the way they wrote it. 

Then they had to go out and analyze it in the community and 
they have the actual data from the community. When they came 
back, each of those students then had to write a summary and 
their sector, whether it was housing or banking or whatever it may 
be. 

When they were finished, they had to submit their summary 
electronically to two students who I selected as managing editors. 
The students were really good at writing skills. 

When that was done, then they put it in the exact format the 
Federal Reserve did. Well, before we published it, which we actu- 
ally did, the school actually got us some money. We went out and 
we published about 500 copies of it even with a Beige Book cover 
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on the front just like the Fed does and we distributed in the com- 
munity. We have done that three times now, once each year, and 
the businesses now look forward to it. 

So, it is really a neat concept. The kids love it. Every single kid 
participates in that project and they had different jobs just like the 
real world. The managing editors did not have to do the research 
but they had to create the final product, and it has worked very 
well. 

Senator Akaka. Thank you. It is good to hear that. 

Mr. Richards, this is a question for you. In recent years, I have 
been troubled by the rapid increase in student debt levels. I am in- 
terested in how the education and support you received from the 
Academy of Finance helped you make informed decisions when it 
came to deciding how to pay for your education. 

Mr. Richards. Well, I would say one of the main concepts that 
I mentioned in my testimony that really sticks with me today is 
budgeting. 

As Mr. Martin mentioned, there was a project where we were to 
pretend as if we were going out in the real world and we were to 
buy an apartment, to pay utilities, to pay all bills, to get groceries, 
to buy a car, everything. 

And at the end of that, I was $200 in the red. I consider myself 
extremely lucky to have that opportunity because when you are 17 
years old sitting in the classroom, you are not really $200 in the 
red. And to be honest, I would have rather done that then than to 
graduate from college and then be $200 in the red every month be- 
cause $2400 a year in debt is not very good. 

So as for paying for college, like I mentioned, I am extremely for- 
tunate. I attend Towson University on full scholarship; but when 
it comes to transportation and books, I am not. So, here is where 
my budgeting practices had to come into play. 

I know that two times a week I have to fill up for gas. I know 
that almost a quarter of the funds I receive for schooling have to 
go toward books. Of course, that is a different story for another day 
with the price of those. 

But I have to remember that especially with the rising prices of 
gas recently. You have to make sure you know your budgeting 
skills so when things rapidly change you have to be able to make 
adjustments to your budget. 

And by being a member of the Academy of Finance, I learned all 
of those skills to a “T” so when I actually have to implement these 
in the real world, I know exactly what I am doing and I really feel 
bad for a lot of students who have not really had this opportunity. 
They should really have access to all of this financial knowledge. 

Senator Akaka. Thank you so much, Mr. Richards. 

This next question is for both Professor Madrian and Director 
Calabria. Many other witnesses today have focused on the need to 
learn more about what works and what does not work to improve 
Americans’ financial capability. What do you think the top research 
priorities should be in this field and how can the Commission best 
support these efforts? 

Ms. Madrian. I think the top priority should be to document 
what works and what does not work, and to do that we need to 
have studies that evaluate more than one way of doing things and 
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studies that follow people who have access to different types of fi- 
nancial education and compare them with people who do not. 

A lot of the research that we have right now, and as I mentioned 
in my testimony and Mark mentioned this also and Sheila earlier 
as well, we actually do not know a lot about what is effective and 
most of the studies that have been done look very narrowly at fi- 
nancial education courses. 

But courses only work for students who are enrolled in them. 
There are a lot of financial decisions that people need to make long 
after they have graduated from school and for which a course may 
or may not be the best solution. 

So, I think we need to think expansively about what constitutes 
financial education. And in funding research projects on financial 
education, I think we should give priority to projects that are com- 
paring multiple approaches and give priority to projects that have 
a credible strategy for documenting the effectiveness by comparing 
treatment groups with control groups just as is done in studies in 
the medical literature to establish the effectiveness of different 
medical treatments and prescription drugs. 

Senator Akaka. Thank you. Dr. Calabria. 

Mr. Calabria. Let me start with saying that I pretty much agree 
with everything that Brigitte has said so let me add a few things 
and maybe emphasize a few things. 

One of the things I would start emphasizing is the statistician 
in me is that you need a lot of differences in variability for any sort 
of statistical analysis to tell you anything, and so it is important 
to have multiple approaches so you can sort of test which ones 
work. So that is important to keep in mind. 

Some of the things I think I would want to know in terms of test- 
ing is, (a) it is one thing to educate people and then, a month, 2 
months later for them to perform well on a test, how long does it 
stick with them. Is this knowledge that is there a year later, 2 
years later, 3 years later? Is it knowledge that changes behavior 
later? So, those are some of the things that I think are very impor- 
tant to test. 

One of the interesting things, and, I love the Dragon Dollar 
story. Part of what we think about is it is also combining not just 
knowledge but also experience. 

I would actually emphasize I think a lot of financial consumer 
protection issues take the perspective that you cannot ever have 
failure and I think the truth is we learn the most important things 
and lasting lessons in life through failure. 

So, if you can set up circumstances where you borrow and you 
have to pay back two Dragon Dollars, you remember that. And so 
my point being is try to set up experiments where students actu- 
ally fail but they fail in very small ways that are not detrimental 
but that they learned from it and turn around that. 

So again, I would emphasize some of the testing to me needs to 
not just be knowledge based but also experience based where you 
are changing the incentives based on the students. 

Senator Akaka. Thank you very much. 

This question is for Professor Madrian. It is often a challenge to 
encourage employee participation in any retirement savings plan. 
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In 2009, Congress passed legislation to automatically enroll Fed- 
eral employees in the Thrift Savings Plan (TSP), unless they opt 
out. You mentioned auto enrollment in your testimony. I would like 
to hear more about how automatic enrollment helps individuals to 
save for retirement. 

Ms. Madrian. Thank you for that question. I have done a fair 
amount of research on automatic enrollment so I feel like I have 
something to say on the matter. 

Let me just preface this by saying that I think we need to keep 
in mind the goal. I think the goal is to improve financial outcomes, 
and financial education is one approach for doing that but there 
are other approaches that also improve financial outcomes and 
automatic enrollment is a good example of that: Automatically en- 
roll people into a savings plan and let them opt out if they do not 
want to be there instead of putting the onus on them to enroll in 
the first place. 

You asked specifically why does it work so well, and based on 
over a decades worth of research, I can give you a confident answer 
to that question. 

Automatic enrollment works well for two reasons. Number one, 
people actually want to save for retirement. So, it encourages some- 
thing that people want to do already. And secondly, it makes a 
complicated decision easy for them to follow through on. 

So, one might ask if people want to save why are they not doing 
it in the absence of automatic enrollment, and the reason is be- 
cause it is a complicated task if you are not a financial expert. En- 
rolling in your savings plan requires making a decision about what 
asset allocation to have for your savings, and many of those options 
are not very familiar to individuals, especially to younger, newly- 
hired employees who do not have a lot of financial experience. 

Automatic enrollment separates the participation decision from 
the decision about how much to save and what the asset allocation 
is. It allows individuals to start saving and then later on, if they 
want to choose a different asset allocation, they can do that, but 
you do not have to do both of those things at the same time. 

And I think that an important lesson more generally is that as 
the financial marketplace becomes more complicated, it becomes 
more challenging for individuals to make good financial decisions 
because they do not have the requisite level of knowledge and ex- 
pertise. And simplifying the process of making a good decision can 
be an extremely effective tool for changing behavior. 

Senator Akaka. Thank you. Let me ask you a follow-up question. 
A 2012 retirement confidence survey suggested that automatic es- 
calation, increasing 401(k) contributions over time, may lead to a 
significant increase in savings, especially for low income workers. 

What has the impact of automatic escalation been in the private 
sector and should Congress consider authorizing automatic esca- 
lation in the TSP as we did with automatic enrollment? 

Ms. Madrian. The evidence from the private sector is that auto- 
matic escalation is, in fact, extremely effective at increasing em- 
ployee savings rates. And you asked specifically is this something 
that should be considered for the Thrift Savings Plan, and I would 
say absolutely. 
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I think the biggest question is would you want to add it as a fea- 
ture to the TSP where participants who want to have automatic 
annual contribution increases would opt into that, or would you 
want to make it automatic like automatic enrollment, a feature you 
are automatically enrolled in but you have to opt out if you do not 
want it. 

The evidence there from the private sector is if it is a feature you 
have to opt into, about 25 percent of participants will opt into it 
and experience the automatic contribution increases every year. If 
you make it an automatic feature that you have to opt out of, about 
25 percent of them will opt out of it. 

So, you get a different impact on about half of the participant 
population depending on whether you make it an opt in or an opt 
out feature. But I absolutely would make it part of TSP and the 
only question would be opt in or opt out. 

Senator Akaka. Thank you very much. I appreciate all of you 
sharing your experiences. This will be helpful to especially in re- 
gard to improving financial education in elementary school, as well 
as high school. 

This is something, as I mentioned earlier, I believe will help pre- 
vent another economic crisis in the future. 

For me, it was in the fourth grade that all of this hit me. My 
teacher at that time had asked us a question about what we want- 
ed and whether we had the money to purchase it, and of course, 
in my particular case, I did not have the money. 

And so, the question was how are you going to earn it. I had to 
become very practical about how I was going to earn that money 
to get what I wanted. 

It was good to hear that these lessons are being taught to stu- 
dents today. So, I want to thank you very much for your testimony 
and let me say thank you for being so patient. 

I would also like to thank my friends Senator Merkley and Sen- 
ator Begich for joining Senator Johnson and me in conducting this 
hearing. 

The hearing record will be open one week for after additional 
statements or questions from other Members. 

So, thank you again for your testimony and your responses and 
we look forward to working with you to improve our Nation’s finan- 
cial literacy. 

This hearing is adjourned. 

[Whereupon, at 5:56 p.m., the Subcommittee was adjourned.] 
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APPENDIX 


STATEMENT OF CHAIRMAN DANIEL K. AKAKA 

Financial Lteracy: Empowering Americans to Prevent the Next Financial Crisis 
Hearing 

Subcommittee on Oversight of Government Management, 
the Federal Workforce, and die District of Columbia, 

Senate Committee on Homeland Security and Governmental Affait^ 

Aloha and good afternoon. I want to welcome our witnesses today’s hearing: Financial Literacy: 
Empowering Americans to Prevent the Next Financial Crisis. Thank you for being here. 

As many of you know, this is the Subcommittee’s fifth, luid my final, oversi^t hearing examining 
efforts to enh^ce the financial capability of all Americans. As Chairman, I have worked to promote 
and oversee financial literacy initiatives that help American families m£^e smaut choices to invest in 
their futures. 

The recent financial crisis put to rest any illusions that we might be able to ignore our Nation’s shortfalls 
in financial education without suffering serious economic harm. We must act decisively to make sure 
Americans are empowered to make sound financial decisions. The Financial Liter^y Education 
Commission, which I worked to create in 2003, plays an important role in improving federal 
coordination collaboration on fin^cial literacy activities. We must make sure the Commission has 
the funding authorities it needs to fulfill its mission. 

To fully coordinate and streamline federal finaicial literacy effort, the Commission may need direct 
appropriations and an independent budget rather than just contributions from participating agencies. It 
also may need enhanced authority to coordinate member agencies’ actions. 

I want to close by noting that I have found it incredibly rewarding to champion financial literacy and 
economic education during ray time in the Senate. 

My passion for these issues is rooted in personal experience. Growing up in Hawaii, I was lucky to 
have parents and teachers who taught me how to ^ve, and raised me in a culture that valued saving and 
spending responsibly. Yet despite these strong values, my family struggled with financial Insecurity, 
and we did not even have a bank account. 

My upbringing informs my belief that financial literacy education efforts must begin at the local level 
with femilies and communities, with the Federal Government playing an important supporting role. I 
see my own parents in the millions of unbanked and underb^iked families across the Nation. Often for 
reasons beyond their control, many harxiworking people who do their best to provide for their families 
find themselves shut out of the mainstream financial system. This is where the Federal Government has 
a valuable role to play. 


(OVER) 


( 47 ) 
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I Strongly support programs like Bank On USA, which have demonstrated how government can bring 
together local officials, non-profits, and private firms to work together to make sure all families have 
financial stability and security. 

The sheer scale of our Nation’s financial illiteracy means a significant amount of work remains to be 
done. However, rather than be discouraged by the challenge ahead of us, I am inspired by the dedicated 
witnesses here today, especially the educators who have graciously taken the time to appear before us 
today. 

I have faith that if we work together, over the coming years, we can empower all Americans to make 
informed financial decisions and prevent the next financial crisis. I look forward to hearing from our 
witnesses today. 


-END- 
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Improving the effectiveness of Federal financial literacy initiatives, and assessing the 
performance of the Financial Literacy and Education Commission in achieving its statutory 

mission. 


“If you would be wealthy, think of saving as well as getting” Benjamin Franklin 

Chairman Akaka. Ranking Member Johnson, thank you for the opportunity to testify today on 
ways to improve the effectiveness of Federal financial literacy initiatives and the performance of 
the Financial Literacy Education Commission. It was my privilege to testify to this committee in 
the past when 1 served as a government official, and 1 am pleased to now return in my private 
capacity as Senior Advisory to the Pew Charitable Trusts. 

As this Committee knows, financial education has long been of interest to me in both my 
personal and professional life. I have written children’s books and stories which deal with basic 
financial concepts and have made responsible financial management a priority in my own 
household. In my public life, 1 created Treasury’s Office of Financial Education when 1 served as 
the Assistant Secretary for Financial Institutions, and when I later became Chairman of the 
Federal Deposit Insurance Corporation, I created an Advisory Committee on Economic 
Inclusion, or Come-In for short. This important committee helped guide the FDlC’s work in 
promoting a banking system which is inclusive and serves the needs of all Americans, regardless 
of income status or financial acumen. At the core of Come-ln’s work was the recognition that 
full economic inclusion cannot be achieved unless those who use banks have command of certain 
basic financial skills. At the same time, it is essential that banks give their customers adequate 
information to understand the products and services that they provide, their key features and 
relative costs. 

Why is financial education important? Certainly, it is essential from a consumer protection 
standpoint. 1 have often said that a financial regulator’s best ally is a well-informed customer - 
one who will ask questions and turn away products that they do not understand or that sound too 
good to be true. But the importance of financial education goes beyond consumer protection, to 
the very functioning of our market-based economy. Markets cannot function efficiently if 
consumers do not understand the products they are buying and their relative worth. Consumers 
taken in by products which sound advantageous to them but are really laden with hidden fees and 
costs will skew the allocation of economic resources toward inefficient, abusive products to the 
detriment of other providers which offer more responsible products which provide better value. 
Thus, an ill-informed consuming public will not only hamper the efficient functioning of our 
markets, but will also disadvantage those in the financial services community who are trying to 
do the right thing. 

Nowhere is this sad reality more apparent than in the recent financial crisis our country suffered 
which was brought on by aggressive marketing of unaffordable, in many cases, and abusive 
mortgages to people with troubled credit histories. To be sure, some of the borrowers who took 
out these low-doc, teaser rate mortgages were investment professionals who knew what they 
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were doing and were willing to speculate on home prices continuing to rise. But far too many 
others were people with safe, affordable 30 year fixed mortgages, who were enticed into 
complex, adjustable rate mortgages with steep payment resets and stiff prepayment penalties. 
When I was at the Treasury Department in 2001 and 2002, adjustable rate subprime mortgages - 
the so-called 2/28s and 3/27s, as well as pick-a-pay loans with negative amortization - were 
perimeter products, the exception, not the rule offered mostly by unregulated, nonbank mortgage 
brokers. However, when I returned to public life in mid-2006, as Chairman of the FDIC, I was 
shocked to learn how these types of products had gone mainstream, and that once responsible 
mortgage lenders had succumbed to the fat fees and profits generated, in the short term, by these 
unsustainable loans. Better informed consumers, combined with a much more aggressive 
regulatory response, could have done much to stem the tide of the subprime debacle that washed 
upon our nation’s shores. 

So I commend this Committee, and you in particular, Mr. Chairman, for continuing to make 
financial education a national priority and to keep up the pressure to make government’s 
financial literacy efforts as effective and meaningful as possible. Financial education must be 
more than a feel-good, public relations exercise. To be effective, financial education must 
ultimately change behavior. After many years of promoting financial education, we have learned 
some important things. For young people, building financial education into core curricula and 
having it taught year after year is more effective than “one-off’ financial education classes. For 
adults, financial education offered in connection with a specific financial event, be it opening a 
banking account, applying for a credit card or taking out a mortgage, will be more effective than 
financial training which is offered in the abstract. 

My own priorities have long focused on educating young people at the earliest possible age 
about the basics of financial management. Moreover, education that focuses on certain core, 
eternal concepts - compounding interest, the time value of money, the relationship of risk and 
reward, the risks of excessive leverage- can be far more effective than focusing on the particular 
financial fad of the day. Moreover, financial concepts can be woven into math problems in any 
number of creative ways, with increasing complexity and sophistication in the higher grades. 
Similarly, literature and history are replete with examples of financial greed, speculation, and 
leverage creating financial calamity for families as well as entire nations. 

I also believe we should start thinking about financial education more broadly — not simply in 
terms of financial concepts, but also in terms of the ethics of money and financial transactions. 1 
do worry that as a culture, our attitudes toward money have drifted away from the traditional 
view that money is earned through hard work and effort, and by providing others with a product 
or service which they value and for which they will pay. Too often, money is viewed today as 
something to obtain through gimmickry or speculation. We need to underscore in our financial 
literacy efforts that both parties have an obligation to act ethically and responsibly in a financial 
transaction. The financial services provider has an obligation to fully explain the product or 
service being offered, its value to the customer and the full range of its potential costs. Similarly, 
the consumer of the financial product who willingly enters into a transaction after being fully 
informed of the costs and benefits has an obligation to make good on his or her obligations. 

Both consumers and providers need to rebuild much-needed trust in each other through better 


2 


VerDate Nov 24 2008 


09:43 Oct 25, 2012 Jkt 075211 


PO 00000 Frm 00054 Fmt 6601 


Sfmt 6601 


P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


51 


ethical behavior which I believe can be facilitated through the incorporation of financial ethics 
into our educational efforts. 

Let me now turn to some specific work that The Pew Charitable Trusts is doing on consumer 
financial security. In recent years, Pew has generated a variety of research focused on enhancing 
consumer financial security and understanding long-term economic mobility. Helping people 
make beneficial financial decisions is integral to this work. 

Below, I summarize a number of Pew’s latest findings and recommendations. Over time, Pew 
will monitor the issues that groups such as the Financial Literacy and Education Commission 
identify, and will evaluate ways to help develop research that furthers the important cause of 
household economic security in America. 

An important part of financial literacy is having information presented in a way that consumers 
can understand and use to make appropriate choices. Thus, disclosures for financial products 
and services need to be presented in a format that is clear and understandable. They should 
convey key terms and conditions with clarity so that consumers can compare products and make 
purchasing decisions that best meet their needs. Clear disclosures will foster a transparent, fair, 
and competitive marketplace for all financial institutions by allowing them to compete for 
customers on a more level playing field. 

This is particularly important for checking accounts, which allow consumers to transact and save 
and often serve as the gateway to the use of more sophisticated financial products and services. 
Unfortunately, when Pew studied the checking account disclosures provided by the ten largest 
banks, we found a median of 1 1 1 pages, consisting of account agreements, addenda to account 
agreements, fee schedules, and pages on the bank’s website. The banks often used different 
names for the same fee or service; put the information in different documents, different media 
(Web or hard copy), or different locations in a document; and did not summarize or collect key 
information anywhere. Many of these documents are not user-friendly, with much of the text 
densely printed, difficult to decipher, and highly technical and legalistic. In response, Pew 
developed a model disclosure box that could be used by financial institutions to provide relevant 
information to checking account customers. So far, seven financial institutions have voluntarily 
adopted this box. 

In developing the disclosure box, Pew tested different versions with consumers. In Philadelphia, 
Minneapolis, and Los Angeles, two groups of consumers who had opened a checking account 
within the past two years: one with parents who had assisted a young adult child and one with 
adults ages 21 to 35 were convened. Participants described the information in the box as 
“comprehensive” and “clear,” and felt that a concise, easy-to-understand disclosure document 
would be useful and valuable when opening a checking account. Some suggested that the box 
would be a good tool to teach their children about the intricacies of a checking account. 

Last fall, Pew released the results of a longitudinal study of 2000 low-income Los Angeles area 
households, 1000 with and 1000 without a bank account, which explores the connections 
between financial services, the populations they serve or are failing to serve, and the financial 
stability of those populations. Pew found, not surprisingly, that between 2009 and 20 1 0, a time 
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of great economic turmoil throughout the country, the ranks of the unbanked (those without a 
bank account) increased, with more families leaving banking than opening bank accounts. 

But what was surprising was that the most common reason these households cited for leaving 
banking was unexpected or unexplained fees. Nearly one in three listed these fees as the reason 
for leaving banking. This is particularly relevant given that even in difficult economic times 
only 27 percent attributed their departure from banking to job loss or lack of funds. The banked 
could also better sustain their savings behaviors, including those associated with long-term goals 
such as paying for college, even during economic turmoil and when faced with high rates of job 
loss and declining household income. 

Given the need for consumers to understand and therefore maintain their checking accounts, the 
Consumer Financial Protection Bureau (CFPB) should require all financial institutions to provide 
a clear, concise and uniform disclosure that would present accountholders with important fees 
and terms. 

Pew’s research demonstrates that bank policies and practices have a central role in allowing 
consumers to use and manage their money responsibly. Yet unexpected fees continue to plague 
consumers. For vulnerable populations, these fees can mean the difference between having a 
checking account and forgoing these services altogether. Providing information in a clear, 
concise and uniform disclosure box so that consumers can both understand and comparison shop 
for an account that best meets their needs will promote financial literacy. 

In addition, I urge the CFPB to prohibit practices that unfairly maximize fees or that are difficult 
or impossible for consumers to avoid, like transaction reordering, since this practice makes it 
very difficult for consumers to manage their money and avoid these charges. While at the FDIC, 
we issued guidance to our supervised banks to halt this practice. Transactions need to be 
processed in a predictable manner that responsible consumers can follow. Changes such as these 
will allow consumers to understand the financial products and services they need in order to 
build and sustain wealth. 

Pew’s Safe Small-Dollar Loans Research Project is currently evaluating the complicated issue of 
payday lending. Here is another reminder that empowering Americans to manage their finances 
effectively requires more than just simplified price disclosures. Payday loans often come with a 
clear price tag - say, $ 1 5 per $ 1 00 borrowed. But in this case, the price tag does not begin to tell 
the story of the typical cost. 

Even without considering the ways in which payday loans might help or harm borrowers, two 
problems are clear. One is that borrowers rarely experience payday loans as the short-term 
solutions that advertisements claim them to be. Lenders frequently describe payday loans as 
something to help borrowers deal with emergency cash shortages until the next payday. Yet a 
variety of research shows that for most borrowers, the reality is quite different. As they struggle 
to repay the loans in full at the next payday - these are loans that require a single, full repayment 
“ borrowers find that they must use many more than one payday loan throughout the course of 
the year. 
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A second key problem with the payday loan market is that the business model fundamentally 
relies on this kind of repeat usage for its profitability. Yet despite this reality - and despite the 
fact that, as Pew’s upcoming report will show, most people use these loans to deal with recurring 
living expenses - the depiction of payday loans as temporary fixes for emergency problems 
persists. 

Pew will publish a variety of research in coming months to further explore these issues and 
potential solutions. And the CFPB surely will be evaluating what actions are necessary to fulfill 
its mandate to regulate payday lending. But for purposes of today’s conversation, I would note 
that the case of payday lending reminds us that consumers must be enabled to understand not just 
what it costs to obtain a financial product, but also to calculate the ongoing costs and risks of 
using those products. 

People who are struggling to make ends meet desperately want to believe that they can achieve 
the promise of a payday loan: that is, a small loan that will go away on their next payday and not 
become a big burden over time. Consumers need to be educated so that they less susceptible to 
such fictions; but it is also important that companies package their products in realistic ways. 

That is why 1 supported the creation of a Small-Dollar Loan pilot program while I was at the 
FDIC. This program recognizes the value of safe and affordable small dollar loans. Two of the 
most important features of this program are a minimum repayment term of 90 days, and solid 
underwriting practices. 

There is one final point I would like to make, which will bring us back to the importance of 
teaching - and helping to instill - positive financial behaviors. There is a variety of research 
suggesting a correlation between savings and financial well-being. 

For example, there appears to be a link between savings and increased ability to withstand 
financial shocks and avoid risky or harmful credit products. For example, Pew’s research shows 
that those who rent their homes use payday loans more frequently than home owners. This 
finding holds true throughout the income distribution: Renters earning $40,000 to $100,000 
annually use payday loans at significantly higher rates than homeowners earning $15,000 to 
$40,000. Traditionally, home ownership, though not a sure path to increasing savings, has of 
course been a primary asset building vehicle for many Americans over the years. The link 
between renting and payday loan usage throughout income segments would seem to indicate that 
availability of assets can matter as much or more as amount of income. 

Other Pew research has shown, for instance, that there is a connection between personal savings 
and upward economic mobility, both within a person's lifetime and across generations. These 
are but two examples of why we must do a better Job of instilling savings behavior at all levels of 
American society. 

In conclusion, first let me thank you for the opportunity to testify today on this important issue. 
There is more we can do to further Americans’ financial literacy. First, we need better research 
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to test the efficacy of those programs already in place and to test new programs. The fees, terms 
and conditions of consumer financial products should be clear and provided in ways that allow 
consumers to comparison shop so that they can choose what best meets their needs. Practices 
that undermine a consumer’s ability to responsibly manage his or her money, like transaction 
reordering solely for the purpose of maximizing overdraft fees, should be prohibited. Finally, 
consumers need to be able to understand the ongoing costs of the products they use, as well as 
any risks involved in their ongoing usage. It is my hope that the Financial Literacy Education 
Council will continue to focus on all of these concerns. Thank you. 
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Thank you. Chairman Akaka and Ranking Member Johnson. 1 appreciate the opportunity to 
discuss the matter of improving Americans’ financial capabilities. This is one of the most critical 
issues that we face as a country, particularly as we begin to emerge from the worst financial 
crisis our country has experienced since the Great Depression. On behalf of my colleagues at the 
Treasury Department, 1 would like to thank you for your leadership and tireless commitment to 
improving the financial lives of families across the country. 

This hearing, like those you have held before it, calls attention to the federal government’s role 
in helping to empower Americans to make informed financial decisions. Today, 1 will focus my 
remarks on the steps we at Treasury are taking to help strengthen Americans’ financial 
capabilities so that they can become stronger, more informed financial consumers. While I am 
new to my position as Deputy Assistant Secretary for Financial Access, Financial Education, and 
Consumer Protection, Treasury’s work - led by dedicated career staff- has been ongoing for 
many years. 

I welcome the opportunity to speak briefly today about Treasury’s focus on financial capability, 
and our work with the federal Financial Literacy and Education Commission and the President’s 
Advisory Council on Financial Capability. 

Treasury’s financial capability efforts are focused squarely on individuals and families. Strong 
households are key building blocks of our communities and our nation. And, the past five years 
have made it clear that our country’s financial stability and resilience is deeply tied to the 
financial health and stability of the nation’s families. 

Empowering individuals to make informed financial decisions is essential to our economic 
recovery. Our country is stronger when individuals and families are able to pay their bills on 
time, maintain their homes, manage credit and develop strong credit records, and build savings. 
But all too often, developing “financial literacy” is treated as separate and distinct from 
promoting the stability of our financial system. Instead, we should consider it an indispensable 
part of securing financial stability and sustainable economic growth. 

To improve financial literacy, we should use all means at our disposal. Individuals and families 
need protections from abusive financial products; they need access to responsibly designed 
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options; and, they need the financial knowledge, skills, and resources to help guide them when 
the choices are complex, when the terms are unclear, and when the products themselves are 
misleading. 

But, even when the products are safe, making financial decisions can be confusing and risky. 

Big financial decisions such as purchasing a home can result in acquiring a wealth-building asset 
or a wealth-depleting liability, with long-term consequences that last well beyond the initial 
decision. And even seemingly minor decisions - using high-cost credit cards or paying bills late 
- can create long-term financial problems. The risks are particularly acute for financially fragile 
families, who often lack savings buffers and access to affordable and appropriate products. 

To ensure that Americans are able to build the needed confidence in their financial futures, we 
must focus our attention to ensure that individuals and families have a solid understanding of 
personal finance; access to helpful financial information and advice, particularly when the stakes 
are high; and tools and products to enable wise financial decisions. 

The basics begin at home and in schools. But, we can’t stop there. Financial information should 
be provided at key decision points throughout an individual’s life - ideally embedded into 
routine activities and before decisions are made. Financial information and guidance should be 
tailored to a particular topic and to an individual’s needs. The government, the private sector, 
and public-private partnerships play important roles in providing these ongoing resources. High- 
quality financial education and personalized financial advice and counseling are critical for 
guiding families. 

New technologies are increasingly providing an avenue to deliver financial information and 
advice. Families are benefiting from high-tech, low-touch financial help. Online financial tools, 
mobile applications, or apps, even video games are being developed that give consumers timely 
personalized information that can help them make wise real-time financial decisions. This is an 
area that we are particularly focused on at Treasury. 


Treasury Initiatives 

In addition to our focus on scalable, technology-based financial capability strategies, our work at 
Treasury continues to support financial education tools for youth, financial education and 
counseling programs for prospective homebuyers, and tools and resources for Bank On 
programs. Let me highlight some of our efforts in these areas. 


National Financial Capability Challenge 

The third annual National Financial Capability Challenge concluded earlier this month. The 
Challenge, which Treasury administers in partnership with the Department of Education, is a 
financial education awareness-building tool for high school students and teachers. This year, 
more than 80,000 students and teachers from 1,500 high schools participated. Teachers were 
provided classroom guides and materials, and students were given the Challenge to assess what 
they learned about important personal finance topics including saving, budgeting, investing, and 
safe use of credit. . 
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An understanding of the elements of finance is necessary to equip our next generation to manage 
their finances and to navigate the sometimes vast array of financial products and services they 
will encounter during their lifetime. Almost 600 students received a perfect score on the 
Challenge-, however, the average score remained at last year’s level of only 69%. While this is 
not the improved score that we had hoped for, it’s an important marker of our students’ financial 
knowledge and a clear indication that we need more focus on financial education and skills 
building for our youth. Notably, the Challenge is raising the visibility of financial decision- 
making for high-school students. As one student commented, “It really helped to remind me 
how important thinking about finances is....’’ Teachers, also, continue to respond to the 
Challenge and the classroom materials with great enthusiasm. 


Financial Education and Counseling Pilot Program 

In Fiscal Years 2009 and 2010, Treasury’s Community Development Financial Institutions 
(CDFI) Fund administered the Financial Education and Counseling Pilot Program which has 
provided grants to organizations for financial education and counseling for prospective 
homebuyers. Nine awardees received a total of $6. 1 5 million ($3.1 5 million specifically for an 
organization in the State of Hawaii) to deliver financial education using various approaches such 
as online tools, classroom instruction and peer-to-peer networks over a three year project period. 
In addition to addressing the levels of financial capability among low- and moderate-income and 
low-wealth homebuyers, the pilots also assisted prospective homebuyers with their long-term 
financial planning and credit building needs. 

Early reports from the pilot sites show promising results. In the first year of the Hawaii pilot, the 
Family Finance Project - led by the Council for Native Hawaiian Advancement - 71 8 families 
received financial counseling, with a number of families saving funds through project-sponsored 
Individual Development Accounts to purchase their first home. The New Mexico pilot similarly 
provided financial counseling to nearly 700 families. A total of 58% of the New Mexico 
participants reported that they had increased the amount they had saved for home purchase, with 
the median savings of $900. Similarly, 52% reported that they had taken action to raise their 
credit scores. Those who initially had low credit scores were able to improve the scores 15 
points on average, and families with higher initial scores reported even larger increases. The 
North Carolina site, which focuses on residents of low-income apartment complexes, exceeded 
its first year enrollment targets by nearly 80% and reported that over the first year, participants 
increased their savings amounts by 81%. 


Bank On USA 

Another important Treasury initiative is our work with Bank On projects across the nation. Bank 
On projects are locally-led coalitions of government agencies, financial institutions and 
community organizations to help improve the financial futures of unbanked and underbanked 
individuals and families. These efforts are vital for ensuring that low- and moderate-income 
families have access to appropriate services and accounts. Over the course of the past year, 
Treasury has supported research on efforts developed at the local-level to connect individuals 
and families to financial education and banking products. Last November, Treasury, along with 
non-profit and government partners, re-launched the JoinBankOn.org website. The site features 
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an array of resources for local Bank On projects including tools for research; location-specific 
data on under-banked populations; resources and guides for developing Bank On projects; and 
highlights from efforts around the country. The FY 2013 President’s Budget requests $20 
million for a federal Bank On program within the C0F1 Fund. My office will continue to work 
with the CDFl Fund to determine how best to effectively implement the Bank On program, if 
funded. 


Financial Literacy and Education Commission and President’s Advisory Council on 
Financial Capability 

I will now highlight some of the work we and other federal agencies and private-sector leaders 
are doing as part of the Financial Literacy and Education Commission and the President’s 
Advisory Council on Financial Capability. These two initiatives draw national attention to 
improving the financial capability of individual Americans. They also highlight the 
Administration’s commitment to using the federal government through inter-agency 
collaboration and strategic partnerships, to help tackle these pressing issues. 


Financial Literacy and Education Commission 

Congress established the 21-agency federal Financial Literacy and Education Commission (the 
Commission) in 2003 to focus on the importance of financial capability and to better coordinate 
the government’s initiatives in this area. Treasury chairs the Commission and provides 
leadership for the Commission’s work. We are excited to note that the Consumer Financial 
Protection Bureau recently joined the Commission as its Vice Chair. 

The Commission puts a spotlight on the importance of financial education and financial 
capability. Among other accomplishments, the Commission has developed a National Strategy 
for Financial Literacy - a high-level vision document - which serves as a broad planning 
fi’amework for its activities. Through regularly scheduled public meetings it has highlighted 
promising programs and strategies, and it has served as an inter-agency forum that facilitates 
partnerships among the federal agencies and with private sector entities. Let me briefly highlight 
a few examples: 

• The Federal Deposit Insurance Commission (FDIC) is partnering with the Small Business 
Administration on a new version of the Money Smart curriculum targeted to small 
business owners. 

• The Department of Education, the National Credit Union Administration (NCUA), and 
the FDIC are collaborating to deliver training and technical assistance to organizations 
that provide information on planning for higher education, student loans, and saving for 
college. This joint effort has reached more than one million low- and moderate-income 
students and their families. 

• Following a presentation by the National Network to End Domestic Violence (NNEDV) 
at a Commission meeting, the Department of Labor (DDL) partnered with the NNEDV to 
educate survivors of domestic violence about saving for retirement. The initiative has 
resulted in a series of educational events. DOL is making plans to make the event an 
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annual occurrence, and it is planning to support additional activities on protecting 
retirement and health benefits. 

• The Social Security Administration (SSA) is spearheading joint research with several 
Commission members. For example, it is working with Department of Health and 
Human Services to increase the minority and bilingual sample size in the American Life 
Panel, which will help make the survey more useful in assessing financial capability and 
testing the effectiveness of various interventions. SSA is also working with the 
Departments of Education and Housing and Urban Development to support retirement- 
related research, and with Treasury to support research on financial literacy and 
retirement security of vulnerable populations. 

Looking forward, the following three activities are at the top of the Commission’s agenda for the 
coming few months. 

Research and Evaluation: The Commission will launch a research agenda on financial literacy 
this spring. Crafted by a working group led by the Federal Reserve Board, the agenda will be a 
roadmap for federal and private sector research and evaluation over the coming three to five 
years. On a related note, the Commission will soon announce the details of a new clearinghouse 
of federally-funded research, evaluation studies, and other analyses of financial education and 
financial capability strategies and topics. The clearinghouse will be a component of the new 
MyMoney.gov website. We envision that it will become the “go to” place for researchers, 
funders, and practitioners who are interested in keeping up to date on research in this area. 

Inter-Agency Communications-. Treasury will roll out an online portal to facilitate information 
sharing and collaboration among member agencies. The portal will go a long way to help 
agencies share information, work together, and avoid duplication of effort. 

Revamped MyMoney.gov Website: The Commission will unveil a new and improved version of 
the Mymoney.gov site this year. The site will introduce to the public “MyMoney Five,” a set of 
five key focus areas for financial understanding, as follows: Earn Spend, Save & Invest, Borrow 
and Protect. The Commission developed the terms over the past two years with significant input 
from the public and experts in financial education. 


President’s Advisory Council on Financial Capability 

In 2010, the President issued an Executive Order creating the President’s Advisory Council on 
Financial Capability (Council), which is tasked with crafting recommendations for increasing 
financial capability. The Council includes more than a dozen national leaders from the private 
sector with a broad range of perspectives and expertise. 

To date, the Council has made a number of recommendations in several important areas. The 
initial recommendations called for national financial capability measures and standards; support 
for more research and evaluation on financial capability issues and strategies; standards for 
financial education programming; strategies to encourage employer-based financial education 
efforts; an enhanced role for State, local and Tribal governments to support financial capability; 
and greater use of technology-based tools to promote financial capability and financial access. 
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In response to the Council’s recommendation on measures and standards, Treasury is assisting 
the Financial Industry Regulatory Authority Investor Education Foundation (FINRA Foundation) 
to support a follow-up survey to its 2009 National Financial Capability study. The new survey 
will provide rich information about the current level of financial capability across the nation. 

The data will be vital for shaping policies and programs that are targeted to the needs of 
particular segments of the population. 


Conclusion 

It is vital that Americans be empowered with the financial information, tools, and resources they 
need to make fully informed decisions. A successful economic recovery is contingent on families 
knowing how to manage their budgets, rein in debt, rebuild and maintain strong credit scores, 
and avoid unnecessary fees and charges. Incorporating financial education early into our schools 
is an essential first step. Ensuring families have support systems and information to draw on 
when making financial decisions is also critical. And leveraging technology to deliver timely, 
personalized financial information and advice is a powerful way to help families move towards 
financial stability. 

Recent indicators suggest our economy is mending; however, long-term economic stability depends 
on household financial health. The Treasury Department is committed to promoting a financial 
system that is fair and sound for all. That means we must remove barriers that keep consumers 
from successfully navigating today’s complicated financial world. 

Thank you. 
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Enhancing the Effectiveness of the Federal 
Government’s Role 


What GAO Found 

The federal government plays a wide-ranging rote In promoting financial literacy. 
Efforts to impro\ra financial literacy in the United States involve an array of public, 
nonprofit, and private participants, but among those participants, the federal 
government is distinctive for its size and reach and for the diversity of its 
components, which address a wide range of issues and populations. At forums of 
financial literacy experts that GAO held in 2004 and 201 1 , participants noted that 
the federal government can use its “bully pulpit," convening power, and other 
tools to draw attention to the issue, and serve as an objective and unbiased 
source of information about the selection of financial products and services, in 
prior work, GAO cited a 2009 report by the RAND Corporation in which 20 
federal agencies self-identified as having 56 federal financial literacy programs, 
but GAO'S subsequent analysis found substantial inconsistency in how different 
agencies defined and counted financial literacy programs. Based on a more 
consistent set of criteria, GAO identified 16 significant financial literacy programs 
or activities among 14 federal agencies, as well as 4 housing counseling 
programs among 3 federally supported entities, in fiscal year 2010. The 
Comptroller General has initiated a mufti-pronged strategy to address financial 
literacy issues. First, GAO will continue to evaluate federal efforts that directly 
promote financial literacy. Second, it will encourage research of the various 
financial literacy initiatives to evaluate the relative effectiveness of different 
approaches. Third, GAO will look for opportunities to enhance financial literacy 
as an integral component of certain regular federal interactions with the public, 
Finally, GAO has recently instituted a program to empower its own employees, 
which includes an internal website with information on personal financial matters 
and links to information on pay and benefits and referral services through its 
counseling services office and a distinguished speaker series. 

Having multiple federal agencies involved in financial literacy offers advantages 
as well as risks. Some agencies have long-standing expertise and experience 
addressing specific issue areas or populations, and providing information from 
multiple sources can increase consumer access and the likelihood of educating 
more people. However, the participation of multiple agencies also highlights the 
risk of inefficiency and the need for strong coordination of their activities. GAO 
has found that the coordination and collaboration among federal agencies with 
regard to financial literacy has improved in recent years, in large part as a result 
of the Financial Literacy and Education Commission. At the same time, GAO has 
found instances of overlap, in which multiple agencies or programs, including the 
new Bureau of Consumer Financial Protection, share similar goals and activities, 
underscoring the need for careful monitoring of the bureau’s efforts, 

in prior work GAO has noted the importance of program evaluation and the need 
to focus federal financial literacy efforts on initiatives that work. Federal agencies 
could potentially make the most of scarce resources by consolidating financial 
literacy efforts into the activities and agencies that are most effective. In addition, 
the Bureau of Consumer Financial Protection offers potential for enhancing the 
federal government's role in financial literacy, but avoiding duplication will require 
that it continue its efforts to delineate its financial literacy roles and 
responsibilities vis-a-vis those of other federal agencies with overlapping 
responsibilities. 

United States Government Accountability Office 
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Chairman Akaka, Ranking Member Johnson, and Members of the 
Subcommittee: 

I am pleased to be here today to testify on the topic of financial literacy as 
part of Financial Literacy Month 2012. Financial literacy plays an 
important rote in helping to promote the financial health and stability of 
individuals and families. Economic changes in recent years have further 
highlighted the need to empower all Americans to make informed 
financial decisions. In his statement before you in April 2011, Comptroller 
General Gene Dodaro emphasized his commitment to promoting greater 
awareness of the importance of financial literacy In the United States.^ 
Since that time, we have engaged in a series of reports and activities 
aimed at focusing attention on the federal government's financial literacy 
efforts and providing insight Into ways of improving the effectiveness of 
those efforts.^ For example, in October 201 1 we held a forum on fmancia! 
literacy with participants that included representatives of federal, state, 
and local government organizations; academic experts; nonprofit 
practitioners; and representatives from the private sector.® The forum 
focused on such topics as identifying the most effective approaches to 
financial literacy and leveraging the unique role of the federal government 
in promoting greater financial literacy. 

In my statement today I will discuss (1) the federal government's role In 
promoting financial literacy, Including the role of GAO; (2) the advantages 
and risks of financial literacy efforts being spread across rnuttiple federal 
agencies; and (3) opportunities to enhance the effectiveness Of federal 
financial literacy education efforts going forward. This testIfTiony is based 
largely on selected prior work we have conducted on financial literacy.^ In 


'’GAO. Financial Literacy: The Federal Government's Role In Empowering Americans to 
Make Sound Financial Choices. GAO-11-504T (Washington D.C.: Apr. 12, 2011). 

^GAO, 2012 Annual Report; Opportunities to Reduce Duplication, Overlap and 
Fragmentation, Achieve Savings, and Enhance Revenue, GAO-12'342SP (Washington 
D.C.; Feb. 28, 2012); Highlights of a Forum: Financial Literacy: Strengthening 
Partnerships in Challenging Times, GAO-12-299SP (Washington D.C.: Feb, 9, 2012); and 
Financial Literacy: A Federal Certification Process Providers Would Pose Challenges, 

GAO'11-614 (Washington D.C.: June 28, 2011). 

’GAO-12-299SP. 

“GAO-ia-SAaSP, GAO-12-299SP, GAO-11-614, GAO-11-504T, and GAO, HigMgmsofa 
GAO Forum: The Federal Government's Role in Improving Financial Literacy, 
GAO-05-93SP (Washington D.C.: Nov. 15, 2004). 
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conducting that work, we collected information on the purpose, 
beneficiaries, and subject matter of federal financial literacy programs and 
activities through interviews with staff of federal agencies and through 
budget justifications, strategic plans, and other documents. We also 
reviewed the Financial Literacy and Education Commission’s 201 1 
national strategy and implementation plan and memorandums of 
understanding and other documents related to collaboration among 
federal agencies. In addition, we convened forums of financial literacy 
experts and interviewed representatives of organizations that address 
financial literacy within the federal, state, private, nonprofit, and academic 
sectors. 

The work on which this statement was based was largely performed from 
May 201 1 to February 2012 in accordance with generally accepted 
government auditing standards. Those standards require that we plan 
and perfomi the audit to obtain sufficient, appropriate evidence to provide 
a reasonable basis for our findings and conclusions based on our audit 
objectives. We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 


Background 


There is no single definition for financial literacy, which is sometimes also 
referred to as financial capability, but it has previously been described as 
the ability to make informed judgments and to take effective actions 
regarding current and future use and management of money. Financial 
literacy encompasses financial education — the processes whereby 
individuals improve their knowledge and understanding of financial 
products, services, and concepts. However, being financially literate 
refers to more than simply being knowledgeable about financial matters; it 
also entails utilizing that knowledge to make informed decisions, avoid 
pitfalls, and take other actions to improve one's present and long-term 
financial well-being. Federal, state, and local government agencies, 
nonprofits, the private sector, and academia all play Important roles in 
providing financial education resources, which can include print and 
online materials, broadcast media, individual counseling, and classroom 
instruction. 

Evidence indicates that many U.S. consumers could benefit from 
improved financial literacy efforts. In a 2010 survey of U.S. consumers 
prepared for the National Foundation for Credit Counseling, a majority of 
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consumers reported they did not have a budget and about one-third were 
not saving for mtirement® In a 2009 survey of U.S. consumers by the 
FINRA Investor Education Foundation, a majority believed themselves to 
be good at deaiirig with day-to-day financial matters, but the survey also 
revealed that many had difficulty with basic financial concepts.® Further, 
about 25 percent of U.S. households either have no checking or savings 
account or rely on alternative financial products or services that are likely 
to have less favorable terms or conditions, such as nonbank money 
orders, nonbank check-cashing services, or payday loans.’^ As a result, 
many Americans may not be managing their finances in the most 
effective manner for maintaining or Improving their financial well-being. In 
addition, individuals today have more responsibility for their own 
retirement savings because traditional defined-benefit pension plans have 
increasingly been replaced by defined-contribution pension plans over the 
past two decades.® As a result, financial skills are Increasingly important 
for those individuals In or planning for retirement to help ensure that 
retirees can enjoy a comfortable standard of living. 


The Federal 
Goverranent Plays a 
Wide-Ranging Role in 
Promoting Financial 
Literacy 


Efforts to improve financial literacy in the United States involve a range of 
public, nonprofit, and private participants. Among those participants, the 
federal government is distinctive for its size and reach, and for the 
diversity of Its components, which address a wide array of issues and 
populations. At our forum last year on financial literacy, many participants 
said that the federal government had a unique role to play in promoting 
greater financial capability.® They noted that the federal government has 
a built-in “bully pulpif that can be used to draw attention to this issue. 
Participants also highlighted the federal government’s ability to convene 
the numerous agencies and entities involved in financial literacy, noting 


^Harris Interactive Inc., prepared for The National Foundation for Credit Counseling, The 
2010 Consumer Financial Literacy Survey Final Report (April 2010). 

®FiNRA investor Education Foundafion, Financial Capability in the United States, Initial 
Report of Research Findings from the 2009 National Survey. A Component of the National 
Financial Capability Study [Hew N.Y.; Dec. 1. 2009). 

^Federal Deposit Insurance Corporation (FDIC). FDIC National Survey of Unbanked and 
Underbanked Households (}Nashmg\on. D.C.: December 2009). 

®GAO. Defined Benefit Pensions: Survey Results of the Nation’s Largest Private Defined 
BeneMPian Sponsors, GAO-09-291 (Washington, D.C.; Mar. 30, 2009). 

®GAO-12-299SP. 
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that the government has a powerful ability to bring people together. In 
addition, some participants noted the federal government’s ability to take 
advantage of existir^ disWbution channels and points of contact between 
the government and citizens to distribute messages about financial 
literacy. In our ongoing work, we have found examples of federal 
agencies acting on such opportunities — for example, the Securities and 
Exchange Commission has worked with the Internal Revenue Service to 
include an Insert about its investor education resources, including its 
“lnvestor.gov" education website, in the mailing of tax refund checks. 

At our first forum on financial literacy in 2004, participants noted that the 
federal government can serve as an objective and unbiased source of 
information, particularly in terms of helping consumers make wise 
decisions about the selection of financial products and services. Some 
participants expressed the belief that while the private sector offers a 
number of good financial literacy initiatives, it is ultimately motivated by its 
own financial interests, while the federal government may be in a better 
position to offer broad-based, noncommercial financial education. 

In preliminary results from an ongoing review, we have Identified that, in 
fiscal year 201 0, there were 1 6 significant financial literacy programs or 
activities among 14 federal agencies, as well as 4 housing counseling 
programs among 2 federal agencies and a federally chartered nonprofit 
corporation. We defined "significanf financial literacy programs or 
activities as those that were relatively comprehensive In scope or scale 
and included financial literacy as a key objective rather than a tangential 
goat.” In prior work, we cited a 2009 report that had identified 56 federal 


^°GAO-05-93SP. 

”According to our criteria, significant financial literacy and education actiwties were those 
for which primary goals were to educate, infistm, or encourage indi^duais to make 
informed judgments and take effective actions regarding the current and future use and 
management of money. However, we excluded (1) those for which finandai literacy was 
only a minimal component: (2) programs that provided financial information related to the 
administration of the program itself (e.g.. information on applying for student financial aid 
or evaluating Medicare choices) rather than information aimed at increasing tiie 
beneficiaries’ finandai iiteracy and comprehension more generally: (3) actiwties or 
programs that were purely tntenal to the agency, such as information provided to agency 
employees on their employment and retirement benefits: and 4) actiwties that repi^ented 
individualized services or advice {e.g., assistance with tax preparation or development of a 
debt manag^ent plan). We included as federal programs those of NeighborWorks® 
America, a government-chartered, nonprofit corporation that receives f^eral funding for 
housing counseling, including through an annual appropriation frorn Congress. 
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financial literacy programs among 20 agencies. That report, conducted by 
the RAND Corporafion, was based on a survey that had asked federal 
agencies to self-identify their financial literacy efforte.’^ However, our 
subsequent analysis of these 56 programs found that there was a high 
degree of Inconsistency in how different agencies defined financial 
literacy programs or efforts and whether they counted related efforts as 
one or multiple programs. We believe that our count of 16 significant 
federal financial literacy programs or activities and 4 housing counseling 
programs is based on a more consistent set of criteria.’^ 

During his confirmation hearing, Comptroller General Dodaro noted that 
financial literacy was an area of priority for him. and he has initiated a 
multi-pronged strategy for GAO to address financial literacy Issues. First, 
we will continue to evaluate federal efforts that directly promote financial 
literacy. In addition to our recent financial literacy forum, we have ongoing 
work that focuses on. among other things, the cost of federal financial 
literacy activities, the federal government’s coordination of these 
activities, and what is known about their effectiveness. Second, we will 
encourage research of the various financial literacy Initiatives to evaluate 
the relative effectiveness of different financial literacy approaches. Third, 
we will look for opportunities to enhance financial literacy as an integral 
component of certain regular federal interactions with the public. Finally, 
we have recently instituted a program to empower GAO’s own 
employees. This program includes a distinguished speaker series, as well 
as an internal website with information on personal financial matters and 
links to information on pay and benefits and referral services through 
GAO’s counseling services office. 


’'^GAO, List of Selected Federal Programs That Have Similar or Overlapping Objectives, 
Provide Similar Services, or Are Fragmented Across Govemmerrt Missions, 

GAO-1 1-474R (Washington, D.C.: Mar. 18, 2011); and Opportunities to Reduce Potential 
Duplication in Government Programs, Save Tax Dollars, and Enhance Revenue. 
GAO-11-318SP (Washington, D.C.; Mar. 1, 2011). Angela A. Hung. Kata Mihaiy, and 
Joanne K. Yoong (RAND CorporaCon), Federal Financial and Economic Literacy 
Education Programs, 2009 (Santa Monica, Calif.: 2010), accessed April 19, 2012, 
http;//rand.org/jHJbsftechnical_reports/2010/RAND_TR857.pdf. 

‘'^Our review was based on programs in place in fiscal year 2010; at least three of the 
programs in place at that time were not funded in fiscal year 2012. 
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Having Multiple 
Federal Agencies 
Involved in Financial 
Literacy Offers 
Advantages as Well as 
Risks 


Having multiple federal agencies involved in financial literacy efforts can 
have certain advantages. In partiouiar, providing information from multiple 
sources can increase consumer access and the likelihood of educating 
more people. Moreover, certain agencies may have deep and long- 
standing expjertise and experience addressing specific issue areas or 
serving specific populations. For example, the Securities and Exchange 
Commission has efforts in place to protect securities investors from 
fraudulent schemes, while the Department of Housing and Urban 
Development (HUD) oversees most, but not all, federally supported 
housing counseling. Similarly, the Department of Defense (DOD) may be 
the agency most able to efficiently and effectively deliver financial literacy 
programs and products to servicemembers and their families. However, 
as we stated in a June 2011 report, relatively few evidence-based 
evaluations of financial literacy programs have been conducted, limiting 
what is known about which specific methods and strategies— and which 
federal financial literacy activities — are most effective.” 


Further, the participation of multiple agencies highlights the need for 
strong coordination of their activities. In general, we have found that the 
coordination and collaboration among federal agencies with regard to 
financial literacy have improved in recent years, in large part due to the 
multiagency Financial Literacy and Education Commission. The 
commission was created by Congress in 2003 and charged, among other 
things, with developing a national strategy to promote frnancial literacy 
and education, coordinating federal efforts, and identifying areas of 
overlap and duplication. Among other things, the commission, in concert 
with the Department of the T reasury, which provides its primary staff 
support, has served as a central clearinghouse for federal financial 
literacy resources— for example, it created a centralized federal website 
and has an ongoing effort to develop a catalog of federal research on 
financial literacy. The commission’s 201 1 national strategy Identified five 
action areas, one of which was to further emphasize the role of the 
commission in coordination. The strategy’s accompanying 
Implementation Plan lays out plans to coordinate communication among 
federal agencies, improve strategic partnerships, and develop channels of 
communication with other entities, including the President’s Advisory 
Council on Financial Capability and the National Financial Education 
Network of State and Local Governments. The Financial Literacy and 


”GAO-1 1-614. 
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Education Commission's success in implementing these elements of the 
national strategy is key, given the inherently challenging task of 
coordinating the work of the commission’s many member agencies — each 
of which has its own set of interests, resources, and constituencies. 
Further, the addition of the Bureau of Consumer Financial Protection, 
whose director sen/es as the Vice Chair of the commission, adds a new 
player to the mix. 

In our recent and ongoing work, we have found instances in which 
multiple agencies or programs share similar goals and activities, which 
raises questions about the efficiency of some federal financial literacy 
efforts. For example, four federal agencies and one government- 
chartered nonprofit corporation provide or support various forms of 
housing counseling to consumers — DOD, HUD, the Department of 
Veterans Affairs, the Department of the Treasury, and NeighborWorks 
America. Other examples of overlap lie in the financial literacy 
responsibilities of the Bureau of Consumer Financial Protection, which 
was created by the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (Dodd-Frank Act). The act established within the bureau an 
Office of Financial Education and charged this office with developing and 
implementing a strategy to improve financial literacy through activities 
including opportunities for consumers to access, among other things, 
financial counseling; information to assist consumers with understanding 
credit products, histories, and scores; information about saving and 
borrowing tools; and assistance in developing long-term savings 
strategies. This office presents an opportunity to further promote 
awareness, coordinate efforts, and fill gaps related to financial literacy^ At 
the same time, the duties this office is charged with fulfilling are in some 
ways similar to those of a separate Office of Financial Education and 
Financial Access within the Department of the Treasuty, a small office 
that also seeks to broadly improve Americans’ financial literacy. In 
addition, the Dodd-Frank Act charges the Bureau of Consumer Financial 
Protection with developing and implementing a strategy on improving the 
financial literacy of consumers, even though the multiagency Financial 
Literacy and Education Commission already has its own statutory 
mandate to develop, and update as necessary, a national strategy for 
financial literacy. As the bureau has been staffing up and planning its 
financial education activities, it has been in regular communication with 
the Department of the T reasury and with other members of the Financial 
Literacy and Education Commission, and agency staff say they are 
seeking to coordinate their respective roles and activities. 
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The Dodd-Frank Act also creates within the bureau an Office of Financial 
Protection for Older Americans, which is charged with helping seniors 
recognize warning signs of unfair, deceptive, or abusive practices and 
protect themselves from such practices; providing one-on-one financial 
counseling on issues including long-term savings and later-life economic 
security; and monitoring the legitimacy of certifications of financial 
advisers who advise seniors. These activities may overlap with those of 
the Federal Trade Commission, which also plays a role in helping seniors 
avoid unfair and deceptive practices. Further, the Department of Labor 
and the Social Security Administration both have initiatives in place to 
help consumers plan for retirement, and the Securities and Exchange 
Commission has addressed concerns about the designations and 
certifications used by financial advisers, who often play a role in 
retirement planning.'® Officials at the Bureau of Consumer Financial 
Protection told us that they have been coordinating their financial literacy 
roles and activities with those of other federal agencies to avoid 
duplication of effort. 


Program Evaluation 
and the Bureau of 
Consumer Financial 
Protection May Offer 
Avenues to Enhance 
Effectiveness 


In prior work we have noted the importance of program evaluation and 
the need to focus federal financial literacy efforts on initiatives that work. 
Relatively few evidence-based evaluations of financial literacy programs 
have been conducted, limiting what is known about which specific 
methods and strategies are most effective. Financial literacy program 
evaluations are most reliable and definitive when they track participants 
over time, include a control group, and measure the program’s impact on 
consumers’ behavior. However, such evaluations are typically expensive, 
time-consuming, and methodologically challenging. Based on our 
previous wofi<, it appears that no single approach, delivery mechanism, or 
technology constitutes best practice, but there is some consensus on key 


''®The Federal Trade Commission’s Division of Consumer and Business Education plans, 
develops, and implements various web-based financial literacy activities ttiat focus on 
consumer protecfion. some of which have focused on scams faceted at seniors. The 
Department of Labor’s Retirement Savings Education Campaign seeks to increase 
retirement savings through woii<piace plans so that employees are better prepared for a 
secure retirement. The Social Security Administration's (SSA) Special Initiative to 
Encourage Savings focuses on saving and retirement issues and informing the public 
about SSA’s programs related to dd-age, survivors, and disability insurance system. The 
Securities and Exchange Commission’s efforts to address concerns about the 
designations and certifications used by financial advisers haN^ included conducting focus 
groups with inwstors on the topic and improwng the disclosures that financial advisere 
must prowde to cliente. 
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common elements for successful financial education programs, such as 
timely and relevant content, accessibility, cultural sensitivity, and an 
evaluation component. 

There are several efforts under way that seek to enhance evaluation of 
federal financial literacy programs. For example, the Financial Literacy 
and Education Commission has begun to establish a clearinghouse of 
evidence-based research and evaluation studies, current financial topics 
and trends of interest to consumers, innovative approaches, and best 
practices. In addition, the Bureau of Consumer Protection recently 
contracted with the Urban Institute for a financial education program 
evaluation project, which will assess the effectiveness of two existing 
financial education programs and seeks to identify program elements that 
improve consumers’ confidence about financial matters. We believe these 
measures are positive steps because federal agencies could potentially 
make the most of scarce resources by consolidating financial literacy 
efforts into the activities and agencies that are most effective. 

The Bureau of Consumer Financial Protection was charged by statute 
with a key role in improving Americans' financial literacy and is being 
provided with resources to do so. As such, the bureau offers potential In 
enhancing the federal government's role in financial literacy. At the same 
time, as we have seen, some of its responsibilities overlap with those of 
other agencies, which highlights the need for coordination and may offer 
opportunities for consolidation. As the bureau’s financial literacy activities 
evolve and are implemented, it will be important to evaluate how those 
efforts are working and make appropriate adjustments that rfiight promote 
greater efficiency and effectiveness, in addition, the overlap we have 
identified among programs and activities increases the risk of inefficiency 
and emphasizes the importance of coordination among financial 
participants. This underscores the importance of steps the Bureau of 
Consumer Financial Protection has been taking to delineate its roles and 
responsibilities related to financial literacy vis-P-vis those of other federal 
agencies, which we believe is critical in order to minimize overlap and the 
potential for duplication. 


Chairman Akaka, Ranking Member Johnson, this completes my prepared 
statement. I would be happy to respond to any questions you or other 
Members of the Subcommittee may have at this time. 

For future contacts about this testimony, please contact Alicia Puente 
Cackiey at (202) 512-8678 or at caokleya@gao.gov. Contact points for 
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our Offices of Congressional Relations and Public Affairs may be found 
on the last page of this statement. Jason Bromberg, Mary Coyle, Roberto 
Piftero, Rhonda Rose, Jennifer Schwartz, and Andrew Stavisky also 
made key contributions to this statement. 
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Testimony of Camille Busette 
Assistant Director 

Office of Financial Education, Division of Consumer Education and Engagement 
Consumer Financial Protection Bureau 
Before the Subcommittee on Oversight of Government Management, 
the Federal Workforce, and the District of Columbia 
U.S. Senate Committee on Homeland Security and Governmental Affairs 
Hearing on “Financial Literacy: 

Empowering Americans to Prevent the Next Financial Crisis” 

April 26, 2012 

Chairman Akaka, Ranking Member Johnson, and Members of the Subcommittee, thank you for 
the opportunity to appear before you today on a topic of critical importance to the Consumer 
Financial Protection Bureau (CFPB) and our nation - financial literacy and empowering 
Americans to prevent the next financial crisis. I want to especially thank you, Chairman Akaka, 
for your pioneering leadership in helping enact policies intended to increase financial education 
and financial access for all Americans. The CFPB’s Office of Financial Education is a testament 
to your many contributions to the financial well-being of American consumers. You have been a 
longtime and vigorous champion for the financial empowerment of all Americans. 

To successfully navigate our complex financial system, all Americans, regardless of income and 
level of educational attainment, must be equipped with the financial knowledge and skills 
sufficient to make informed financial choices. The Dodd-Frank Wall Street Reform and 
Consumer Protection Act’s creation of the CFPB’s Office of Financial Education provides 
Americans with an office dedicated to serving as a trusted resource for financial information and 
to improving the financial literacy of Americans. 

My testimony will provide an overview of the financial education initiatives currently underway 
at the Bureau and, particularly, in our Office of Financial Education. 

Providing Consumers with Actionable Financial Information 

The Bureau has focused early resources on providing critical information to consumers via our 
website - www.ConsumerFinance.gov - and our Consumer Response Center. We also have 
launched several initiatives in the vein of making costs and risks clearer for consumers. Our 
signature Know Before You Owe Mortgages initiative is focused on simplifying and streamlining 
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duplicative mortgage forms that have been confusing homebuyers for many years. We also 
created and are testing a Financial Aid Comparison Shopper to help students navigate the 
complex world of student loans. The Comparison Shopper helps students to compare financial 
aid packages and to understand the payments they will face after graduation. 

We released a prototype credit-card contract that is shorter and clearer than current credit-card 
agreements. We tried to keep the prototype to the seventh-grade reading level to make it 
accessible to as many consumers as possible. 

Through our Office of Consumer Engagement the Bureau has also launched “Ask CFPB,” an 
interactive tool which allows consumers to obtain information about a variety of financial 
services and products. In addition, the Bureau has produced information for consumers to 
highlight the financial consequences of various checking-account overdraft fee choices. Earlier 
this year, the Office of Financial Education coordinated with Volunteer Income Tax Assistance 
(VITA) sites around the country to help tax filers eligible for the Earned Income Tax Credit think 
of potential refunds as opportunities to contribute to a qualified savings vehicle. 

Each of these efforts is part of a larger endeavor at the Bureau to provide Americans with 
understandable information that helps them make better, more informed financial choices to 
achieve their financial goals. 

Research and Innovation 


American consumers will be better served if financial education is effective in imparting 
fundamental knowledge and skills. Because there is no clear consensus about the conditions 
under which financial education is most effective, earlier this year the CFPB’s Office of 
Financial Education launched its initial Financial Education Program Evaluation Project. This 
project uses a quantitative methodology to identify what elements of two existing financial 
education programs do or do not increase consiuners' ability to manage their finances, and why. 
We intend to use the insights produced by this study to provide guidance to practitioners about 
how to design and support effective education programs. The results will be widely shared with 
participating Financial Literacy and Education Commission agencies and other stakeholders. As 
the research project proceeds, we will also facilitate the sharing of programmatic best practices, 
evaluation methodologies, and common metrics that promote effective financial education 
among practitioners and other researchers. 

The Office of Financial Education is also focused on identifying innovations in financial 
education that will help consumers successfully navigate common financial challenges. As a first 
foray, we will be holding listening sessions and consulting with innovators within the next two 
months. Our objective is to understand how these innovations can be helpful to consumers and 
how we can leverage them to increase the financial literacy of Americans. 

Outreach 


In addition to the efforts undertaken to reach consumers more broadly at the Bureau, the CFPB’s 
Office of Financial Education is also engaged in significant outreach targeted to its particular 
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mission. American consumers benefit when the fruits of our work and of organizations that are 
excelling in financial education are shared broadly. We have held listening sessions with 
financial education providers, addressed faith conununities and community organizations, held 
webinars, and spoken at numerous conferences and events. We also had the pleasure of 
participating in Financial Literacy Day on the Hill last week. Our outreach efforts continue to 
inform how we approach financial education and how we structure our work so that it most 
benefits American financial consumers. 

Coordination with the Financial Literacy and Education Commission and with Treasury 

Federal agencies involved in financial education have different missions, regulatory authorities, 
expertise, and resources. The CFPB is the only federal agency whose focus and mandate is the 
protection and education of the American financial consumer. The Bureau has taken a thoughtful 
approach to leveraging, complementing, and coordinating with financial education efforts 
already underway in the federal government. The Bureau’s Director serves as the Vice Chair of 
the Financial Literacy and Education Commission (FLEC), and Bureau staff are engaged with 
each of the Commission’s working groups. For example, the Office of Financial Education is 
engaged in ongoing efforts with FLEC partners to implement the FLEC National Strategy, and to 
pursue a coordinated approach to research and outreach. In particular, the Office of Financial 
Education will work with the FLEC to educate consumers about the Bureau’s new remittances 
rule, which will become effective in January of 2013. Also, as part of our efforts to collaborate 
across agencies, our office meets regularly with Department of Treasury staff members in the 
Office of Financial Education and Financial Access to coordinate and leverage our respective 
activities. 

These are just a few of the initial activities we are undertaking to serve American consumers and 
give them the best tools and opportunities to understand financial choices, challenges, and 
consequences. 

Conclusion 


As the economy continues to recover from the worst financial crisis since the Great Depression, 
it will be especially important that American families who are focused on building more secure 
financial futures are able to evaluate the choices available to them in the financial marketplace. 
We must seek to ensure that individuals and families have the knowledge and skills to manage 
their financial resources effectively and plan for future life events. It is only with knowledgeable 
and informed consumers that we will be able to fully and responsibly harness the financial 
system’s tremendous capacity to fuel growth and investment, which are critical to our continued 
economic recovery. The CFPB’s Office of Financial Education looks forward to working with 
this Committee, other agencies, the private and non-profit sectors, and others to improve the 
financial literacy of all Americans. 

Thank you again for the opportunity to testify today. I look forward to answering your questions. 
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One does not need to search hard to find evidence of poor financial decision-making by U.S, 
households: 

• Individuals do not shop around for financial products and consequently pay far more than 
necessary for products such as credit cards and home mortgages 

• When interest rates are falling, many homeowners fail to refinance and take advantage of 
lower rates 

• Individuals don’t understand the factors that should matter most in making investment 
choices; for example, they chase past returns and pay too little attention to investment 
fees 

• Individuals hold poorly diversified portfolios with heavy exposure to employer stock 
driven in part by a mistaken belief that employer stock is a less risky investment than a 
well diversified stock mutual fund 

• Individuals neglect to enroll in their 401(k) savings plans even when their employer is 
offering a generous match and even when they could withdraw their contributions almost 
immediately and with no penalty and still collect the employer match 

• A sizeable fraction of households do not have a rainy day fund to help meet emergency 
expenses and report that they would have difficult coming up with $2000 from any 
source in less than 30 days 

One also does not need to search hard to find evidence that many U.S. households are not 
particularly financially literate: 

• Individuals do not understand how inflation impacts their purchasing power 

• Individuals do not understand how the interest rate environment impacts their investment 
choices 

• Individuals do not imderstand the power of compound interest 

• Individuals do not understand how to diversify against labor market and financial market 
risks 

• Individuals do not understand the salient characteristics of many different financial 
investments 

Unfortunately, there is no evidence that the financial capabilities of U.S. households have been 
improving over time. 
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Not surprisingly, there is a correlation between financial literacy and the quality of financial 
decisions made by individuals. Those who are more financially literate are less likely to make 
financial mistakes and are more likely to report confidence in their financial decisions. The 
consequences of limited financial literacy and poor financial decision-making are particularly 
acute for low income households who have little leeway for coping with financial mistakes. 

The positive correlation between financial literacy and the quality of financial decision- 
making has led many to the conclusion that increasing financial literacy through financial 
education will improve financial outcomes. But what do we really know about how well 
financial education works? 

The evidence on whether financial education improves financial outcomes is suggestive at 
best. The most substantial problem in the research on financial education and financial outcomes 
is that if financial education programs are available but take-up is voluntary, those who receive 
financial education are likely to be different from those who do not receive financial education. 
In particular, those who are capable of making better financial decisions in the first place may be 
those who recognize the value of and invest the time in obtaining financial education. If so, we 
would likely observe a positive relationship between financial education and better financial 
outcomes, but it would be unclear what part of that relationship is due to differences in the types 
of people who do and do not get financial education, and what part is due to the actual provision 
of financial education. It could be that all of the effect is due to selection— -that people who get 
financial education are fundamentally different and would have had better outcomes with or 
without the financial education. 

From a research standpoint, the ideal approach for ascertaining the effectiveness of financial 
education would be through randomized controlled trials, the same approach that is used to 
ascertain the effectiveness of different medical treatments. A population would be randomly 
assigned to either receive or not receive financial education, and then outcomes for both groups 
would be followed over time. There have been very few studies that have used this approach to 
study the impact of financial education. The conclusions of the very small number of studies that 
have used this approach paint a mixed picture, with some finding no significant differences in 
financial outcomes for those who do and do not receive financial education, and others finding 
some evidence that financial education may have (small) beneficial effects on outcomes such as 
savings and credit utilization. 

From a policy standpoint, the biggest current need on the financial education front is a better 
understanding of whether financial education is effective and, if so, what types of financial 
education interventions work best. It makes no sense to fund programs that do not work, and yet 
we know very little about what does and does not work because most financial education 
interventions have not been implemented in a way that allows for convincing analysis of their 
efficacy. 


3 




VerDate Nov 24 2008 


09:43 Oct 25, 2012 


Jkt 07521 1 PO 00000 Frm 00082 


Fmt 6601 


Sfmt6601 P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


79 


Here are the broad questions on which further research would be most valuable; 

• What are the basic financial competencies that individuals need? What financial 
decisions should we expect individuals to successfully make independently, and what 
decisions are best relegated to an expert? 

• What type of financial education content works best and for whom? The content of 
financial education can be abstract and principles-based (e.g., how to calculate interest 
compounding) or oriented more around rules of thumb (e.g., divide 72 by the interest 
rate, and that will give you roughly the number of years it takes for an investment to 
double in value). The content can also be broad, covering many topics, or specific, 
focusing on a single issue. Which type of content has the greatest impact on financial 
outcomes and for whom? Some of the emerging literature suggests that actionable, rule- 
of-thumb based financial education may be more effective than principles-based content, 
at least for certain groups. 

• What type of financial education delivery works best and for whom? There are many 
ways to deliver the educational content that could improve financial decision-making: 
personal lectures or courses, internet-based instruction, podcasts, web sites, games, apps, 
printed material. How effective are these different delivery mechanisms, and are some 
better-suited to some groups of individuals or types of problems than others? 

• How do we induce the people who most need financial education to get it? School-based 
financial education programs have the advantage that, while in school, students are a 
captive audience. But schools can only teach so much. Many of the financial decisions 
that individuals will face in their adult lives have little relevance to a 17-year-old high 
school student: purchasing life insurance, picking a fixed vs. an adjustable rate mortgage, 
choosing an asset allocation in a retirement savings account, whether to file for 
bankruptcy. How do we deliver financial education to adults before they make financial 
mistakes when we don’t have a captive audience and financial education is one of many 
things competing for their time and attention? 

• When should individuals be targeted for financial education? Should financial education 
be ongoing? Episodic? Or just-in-time? 

• How much financial education do individuals need? Is a course of a few hours length 
enough, or do we need to think more expansively about integrated approaches to financial 
education over the lifecycle? Or, on the other extreme, should financial education be 
more focused and narrowly targeted to coincide with the making of specific financial 
decisions? 

• Taking a driver’s education course or passing a driver’s education test is a prerequisite 
for getting a drivers license. Should certain financial transactions be predicated on the 
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demonstration of an adequate level of financial literacy? If so, for what types of financial 
decisions would such a licensing approach make most sense? And how should financial 
education be provided in this context? 

• How does financial education interact wifit the characteristics of financial products, the 
institutional environment, and the financial decisions at hand? 

• Should financial education be coupled with practical assistance and/or advice, and if so, 
how? 

These are all important questions. Unfortunately, we have very little concrete evidence to 
provide answers. We have a pressing need for more and better research to inform the design of 
financial education interventions and to prioritize where financial education resources can be 
best spent. To achieve this, funding for financial education needs to be coupled with funding for 
evaluation, and the design and implementation of financial education interventions needs to be 
done in a way that facilitates rigorous evaluation. 

Let me conclude with some thoughts on what we are trying to achieve. 

What is the goal? If the goal is to improve financial literacy, then the only way to achieve 
that goal is through financial education. The policy questions then become: 

• What level of financial literacy is necessary or desirable? 

• What is the most cost effective way to deliver financial education in order to increase 
financial literacy? 

• What is the appropriate role of government in either directly providing or funding the 
private provision of financial education? 

If the goal is to improve financial outcomes, then the policy questions are slightly different: 

• What are the tools available to improve financial outcomes? This might include 
financial education, but it might also include better financial market regulation, 
different approaches to changing institutional framework for individual and 
household financial decision-making, or incentives for innovation to create products 
that improve financial outcomes. 

• Which tools are most cost effective at improving financial outcomes? For some 
outcomes, the most cost effective tool might be financial education, but for other 
outcomes, different tools might be more effective. For example, financial education 
programs have had only modest success in increasing participation in and 
contributions to employer-sponsored savings plans; in contrast, automatic enrollment 
and automatic contribution escalation lead to dramatic increases in savings plan 
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participation and contributions. Moreover, automatic enrollment and contribution 
escalation are less expensive to implement than financial education programs. What 
approaches to changing financial behavior will have the biggest bang for the buck, 
and how does financial education compare to other levers that can be used to change 
outcomes? 

• What is the appropriate role of government in identifying and promoting the various 
tools that can improve financial outcomes? 

Despite the dearth of evidence on the effectiveness of financial education, financial literacy is 
in short supply and increasing the financial capabilities of the population is a desirable and 
socially beneficial goal, I believe that well designed and well executed financial education 
initiatives can have an effect. But to design cost effective financial education programs, we need 
better research on what does and does not work. We also should not lose sight of the larger 
goal — financial education is a tool, one of many, for improving financial outcomes. Financial 
education programs that don’t improve financial outcomes can hardly be considered a success. 


6 


VerDate Nov 24 2008 09:43 Oct 25, 2012 Jkt 075211 PO 00000 Frm 00085 Fmt 6601 Sfmt 6601 P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


82 


Testimony of Mark A. Calabria, Ph.D. 

Director, Financial Regulation Studies, Cato Institute 
Before the 

U.S. Senate Committee on Homeland Security and Governmental 

Affairs 

Subcommittee on Oversight of Government Management, the Federal 
Workforce, and the District of Columbia 

On “Financial Literacy: Empowering Americans to Prevent the Next 

Financial Crisis” 

April 26, 2012 


Chairman Akaka, Ranking Member Johnson, and distinguished members of 
the Subcommittee, I thank you for the invitation to appear at today’s 
important hearing. I am Mark Calabria, Director of Financial Regulation 
Studies at the Cato Institute, a nonprofit, non-partisan public policy research 
institute located here in Washington, DC. Before I begin my testimony, I 
would like to make clear that my comments are solely my own and do not 
represent any official policy positions of the Cato Institute. In addition, 
outside of my interest as a citizen and a taxpayer, I have no direct financial 
interest in the subject matter before the Subcommittee today, nor do I 
represent any entities that do. 

The Theory of Financial Literacy 

I commend the Chairman for his long efforts towards increasing financial 
literacy. I believe we all share a desire to see consumers make better and 
more informed choices. We must, however, when evaluating public policy 
remember that intentions and outcomes are not the same thing. 

Too often in Washington policy discussions confuse ends and means. 
Financial education is, at heart, a means to improving financial literacy, the 
purpose of which is not simply to increase knowledge but to improve 
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household decision-making and behavior. We can, and do, spend 
considerable amounts on a variety of financial education efforts, as does the 
financial services industry. State and local governments also commit a 
considerable amount of resources to financial education, particularly in the 
form of classroom hours and the compensation and time of educators. 
Dollars, or hours, should not be our measure of success. They are a measure 
of cost (and only one measure as teaching hours spent on financial education 
are not spent on other teaching). The true measure of success is \vhether 
households are making good financial decisions and behaving in a 
responsible manner. The notion that a more infonned consumer makes a 
better one is appealing, but it also a notion lacking in concrete guidance. 
Whether financial education and literacy programs actually make a “better” 
consumer is ultimately an empirical question. 

Empirical Evaluation of Financial Literacy Programs 

The good news is that a variety of financial education programs have 
received evaluation, even if most have not. There are also a small number of 
literature surveys providing an overview.' A recent literature review by 
economists at the Federal Reserve Bank of Cleveland provides what I 
believe is a fair and representative conclusion: “the literature does not 
succeed in establishing the extent of the benefit provided by financial 
education programs, nor does it provide conclusive support that any benefit 
at all exists.”^ 

Another review, focusing on financial education at the high school level, 
concludes, “The findings indicated that those who took the course were no 
more financially literate than those who had not. In addition, those who took 
the course did not evaluate themselves to be more savings-oriented and did 
not appear to have better financial behavior than those who had not taken the 
course.”^ 


' See generally, Angela Lyons et at, “Are We Making the Grade? A National Overview of Financial 
Education and Program Evaluation, ", Journal of Consumer Affairs 40(2006):208. and Tzu-Chin Martina 
Peng et al, 'The Impact of Personal Finance Education Delivered in High School and College Courses,” 
Journal of Family and Economic Issues 28(2007) and Lauren Willis, “Evidence and Ideology in Assessing 
the Effectiveness of Financial Literacy Education,” San Diego Law Review 46(2009). 

^ Ian Hathaway and Semeer Khatiwada, Do Financial Education Programs Work? Working Paper 08-03. 
Federal Reserve Bank of Cleveland. April 2008, 

^ Lewis Mandell and Linda Klein, ‘The Impact of Financial Literacy Education on Subsequent Financial 
Behavior,” Journal of Financial Counseling and Planning Volume 20, Issue 1 (2009). 
http://www.afcpe.org/assets/pdf/Iewis_mandeU_linda_schmid_kiein.pdf 
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While I am, admittedly, a skeptic of the effectiveness of government 
programs in general, even I have been sinprised at the extent to which 
evaluations of financial education programs have generally failed to find 
significant effects. 

Given the opportunity costs of financial education, both in time and money, 
the failure to find consistent positive effects would be bad enough, however 
a small number of studies have actually found negative effects. One 
researcher, for instance, found that among high school seniors who paid for 
their own car insurance, those who took a financial literary course actually 
did worse when tested about car insurance than students who did not take 
such a course.'* 

Studies have also found on adults that financial literacy courses can, for 
some, increase the consumer’s confidence without actually increasing their 
knowledge. This is perhaps my area of greatest concern regarding financial 
education. Ultimately we do not want consumers to be either too 
overconfident or too under-confident. Overconfident can reduce a 
consumer’s willingness to further investigate the characteristics and 
performance of various financial products. Overconfidence can also bias 
consumers toward under-estimations of risk. For instance researchers have 
found that overconfidence correlates with excessive stock trading, leading to 
lower investment returns.^ Overconfidence likely also plays a role in the 
generally superior investment performance of women relative to men. 

On the other hand, under-confidence can dissuade consumers from entering 
into financial transactions that would improve their welfare. What we 
ultimately want is for consumers to have an unbiased and accurate 
representation of the individual risks (and rewards) that they face when 
engaging in various financial transactions. 

Given that consumers already appear to grossly exaggerate their own credit 
quality and financial literacy®, as a public policy matter, we need to be 
concerned about the impact of financial education on making consumers 
believe they are more knowledgeable then they actually are. 

Lewis Mundell, “Does Just-in-Time Instruction Improve Financial Literacy?,” Credil Union Magazine, 
January 2006. 

’ Brad Barber and Terrance Odean, “Trading Is Ha 2 ardous to Your Wealth: The Common Stock 
Investment Performance oflndividual Investors," Journal of Finance 55(2000). 

’’ Venessa Gail Perry, “Is Ignorance Bliss? Consumer Accuracy in Judgments About Credit Ratings,” 
Journal of Consumer Affairs 42(2008). 
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To simimarize, despite some 56 programs running across 20 agencies, some 
of which have received funding for decades, there is little concrete evidence 
that said programs have improved consumer welfare. 

Case Study: Housing Counseling 

As the title of today’s hearing makes clear, one of the objectives of financial 
literacy could be to avoid financial crises. Despite the conventional wisdom, 
the last decade witnessed booms in a variety of asset classes, including 
various segments of the real estate market. The boom was not simply in 
housing. The commercial, retail and multifamily real estate markets also 
went boom and burst. These busts generally occurred before the decline in 
the housing market, removing any question as to causality. All that said, 
housing did play a special role in the financial crisis and the subsequent 
bailouts. Accordingly if there is one area where financial literacy could have 
helped mitigate the crisis, it is in the area of housing counseling. 

Exhibit 2-3. HUD Appropriation for Housing Counsoling 1969-2008 



Fmcai Ye«r 

Smro; HUD data on history e# timising cour^elir^ 
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Housing coxmseling has also been one of the most highly funded and 
researched areas of financial literacy. Congress first authorized funds for 
housing counseling in 1969. Funding grew significantly in the mid-1970s, 
then decline and stayed relatively flat until about 1991. HUD appropriations 
increased rather dramatically in 1 990s, jumping almost 400% between 1 99 1 
and 2001 . Funding continued to increase. In fact some of the largest 
increases were in the years just preceding the peak of the housing market. In 
just the fiscal year of 2003, HUD funding for housing counseling doubled 
from about $20 million to $40 million, later increasing to $50 million in FY 
2008. 

The 1990s and 2000s also witnessed a significant increase in HUD-approved 
counseling agencies. One should bear in mind that not all organizations 
providing counseling are HUD-approved. For instance HUD does not 
approve for-profit or for-profit sponsored organizations. So the figures 
below would include housing counseling provided by financial institutions. 

ExMit 2-4. Tr<«i^ in the Nufnbar of HUD-Approved Counseiino Agencies 



Sources: 1969-1982 from mO, 1983; 1992-2005 Horn HUD aAnW^ratiKe cMa cited In RFPfcrltaa® 
Counseling Prolan Evakiatnn: ZOOTIiom AM Assodats tic. tabul^oiffi oi HWatiMSMve dMa. 

What should be clear from the preceding is that the years prior to the 
bursting of the housing bubble and the subsequent financial crisis, were 
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years in which an ever increasing amount of resources were devoted to 
housing counseling. As Social Science lacks the luxury of conducting 
natural experiments, we cannot say with any certainty that the housing crisis 
would have been worse, or how much worse, if we had not spent $ 1 00s of 
millions in housing counseling. What we can say, with certainty, is that 
spending a few $100 million on housing coxmseling did not stop a financial 
crisis from occurring. 

We also know that the several $100 million spent on housing counseling by 
HUD was only a small part of the funding for agencies receiving said 
funding. For HUD approved agencies, HUD counseling funds averaged 
13.5% of their budgets in FY07. This would that in FY07, at least $400 
million was spent in total on housing counseling from all sources. In the 
immediate years preceding the crisis, it is likely that total funding sources 
for housing counseling exceeded a $1 billion totaled over those years. 


ExMit S-1. Share o# To»alFuiHSb»g for Couns#liBg by Source 



j«,Assaciafes'siJwsy «HODH^pro¥wl cxKSK^ng agemjes. 
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According to HUD the average cost of housing counseling was over $400 
per person counseled in FY07. Ten percent of agencies actually had average 
per client costs in excess of $1,000. This figure is particularly astounding 
when one considers that only about half of the agencies used their own 
materials, relying instead on material and courses developed by others. 

The intent of housing counseling should be helping potential homebuyers 
receive rmbiased and accurate information. Housing counseling should also 
help potential homebuyers develop a plan to become ready for home-buying. 
In this sense, it is not clear that housing counseling is reaching the right 
consumers at the right time. Only about a fourth of clients were deemed to 
be “near ready” in terms of making a home purchase. Over forty percent of 
clients were deemed not ready for purchase for at least six months, raising 
the issue of how much material clients would retain six months hence. 

A common rationale for the use of non-profit housing counseling is that such 
avoids the potential conflict-of-interest that can arise when financial 
education is being provided by a for-profit business entity. Unfortunately 
HUD surveys indicate that HUD-approved non-profit counselors were 
heavily dependent upon members of the real estate and mortgage industry. 

Almost 80 percent of non-profit housing counselors used mortgage lenders 
in their workshops, while over 70 percent used real estate agents. While 
there is some obvious advantage to using knowledgeable industry 
representatives to educate, it does raise the critical question of whether 
housing counselors were doing little more than propping and steering 
consumers toward select lenders and real estate agents. 

In terms of effectiveness, evaluations of housing counseling have also been 
mixed, but have generally shown more success than other forms of financial 
education. While some researchers have found no effect of counseling on 
default rates, these researchers did some improvement in choice of mortgage 
characteristics, although their measure was somewhat subjective.’ Other 
researchers have foimd that the form of counseling greatly matters, where 
intensive one-on-one counseling reduces default but soft-touch counseling 


'' Jonathan Spader and Roberto Quercia, “Does Homeownership Counseling Affect the Prepayment and 
Default Behavior of Affordable Mortgage Borrowers.!*" Jbarna/ of Policy Analysis and Management 


27 ( 2008 ). 
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To summarize, we spent a considerable amoxint on housing counseling for 
years prior to the crisis with no evidence that such minimized the severity of 
the crisis. There is actually some evidence to suggest it might have made the 
crisis slightly worse. There is also some evidence to suggest that housing 
counseling served more as a vehicle for connecting borrowers with the 
mortgage and real estate industry than as a method for arming borrowers 
with relevant knowledge. There is no evidence that counseling instilled 
potential borrowers with skepticism about homeownership. 


Knowledge versus Incentives 


My primary concern with linking financial literary to the recent financial 
crisis is that it distracts fi-om much needed changes in our financial 


* Abdighani Hirad and Peter Zorn, Prepurchase Homeownership Counseling: A Little Knowledge Is A 
Goorf ramg, in Low-Income Homeownership: Examining the Unexamined Goal. 2002. 


was largely ineffective.® Of course part of the effect of intensive cormseling 
could be driven by screening, that is marginal borrowers are dissuaded from 
the loan due to the time and cost of counseling. 
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regulatory system, not to mention our monetary system. At the risk of over- 
generalizing, I do not believe we had a financial crisis due to a lack of 
financial literacy. I believe we had a financial crisis due to very perverse 
incentives in our financial system that encouraged excess risk-taking on the 
part of lenders and borrowers, while also reducing incentives for appropriate 
due diligence on the part of investors and creditors. 

Going back to the mortgage market, when borrowers were required to put 
little, if any equity, into a home purchase, and the loans were generally non- 
recourse, is it any surprise that such borrowers defaulted when prices 
declined. In fact there is evidence that borrowers who had received 
counseling were more likely to engage in strategic default, ultimately 
increasing the level of foreclosures, rather than reducing it.’ 

In a well-functioning market, lenders have strong incentives to provide 
borrowers with the appropriate information that would reduce default. 
Unfortunately we do not have well-functioning financial markets. We have 
markets characterized by extensive government guarantees and moral 
hazard. If lenders do not face the true and full risk of their actions, then their 
incentives to appropriately manage risk and effectively educate consumers is 
reduced, if not eliminated. Whether it is the presence of deposit insurance or 
the ability to transfer mortgage credit risk to the taxpayer via the government 
sponsored enterprises and the Federal Housing Administration, lenders do 
not face appropriate incentives for risk-taking. These issues are only 
compoimded when lenders face extensive penalties for not extending credit 
to risky borrowers if such borrowers are members of a protected class. 

Is it irrational or rminformed for lenders and borrowers to become highly 
leveraged when our tax code subsidized debt relative to equity? Or when the 
Federal Reserve maintains negative real rates for several years, as was the 
case in 2002 to 2005? An extremely steep yield curve, as engineered by the 
Federal Reserve, also encourages maturity mismatch, both on the part of 
borrowers and lenders, which increase financial fragility. 

We should also be clear that the Dodd-Frank Act does not fix our financial 
system. Too-big-to-fail and moral hazard are bigger problems today then 
before the financial crisis. So while I again commend the Chairman’s 


’ Valentina Hartarska and Claudio Gonzales-Vega, “Credit Counseling and Mortgage Termination by Low- 
Income Households,” Journal of Real Estate Economics anj Finance 30(2005). 
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efforts, we must not lose sight of the urgent need for reforming our financial 
regulatory system. 

Substance over Form 

Financial education is only going to be as good as the information that is 
imparted. A very basic question should be: what is it that consumers do not 
know? If financial education focuses on minor or irrelevant issues, such as 
the impact of “pulling” a credit report on one’s credit score, to the exclusive 
on central issues, like the impact of timely debt payment on one’s credit 
score, then consumers could easily be worse off from counseling. 

Counseling also runs the risk of having its substance driven by the bias of 
both providers and government. Take the largely positive image of 
homeownership presented by many housing cotinselors or the negative 
image presented of mortgage prepayment penalties. Both images are far 
more driven by bias than fact. From my own experience at HUD, I watched 
lawyers drive mortgage disclosure in such a way that harm consumers 
because the government lawyers were convinced that mortgage brokers were 
inherent “bad”. Efforts at financial education have to devote more attention 
to the substance of such, rather than the form. 

Conclusions 

The federal government, along with state/local governments and the private 
sector, fund a variety of financial education efforts. The research and 
evaluation literature has failed to find strong, consistent effects for these 
efforts. In some circumstances even negative effects have been found. 
Housing coxmseling has been a particularly well funded and researched area. 
Even here the rests, while better than most counseling, are m ixed. It should 
also be clear that significant funding for housing counseling did not help us 
avoid a financial crisis in which housing finance played a unique role. It is 
my contention that financial literacy, at least on the part of consumers, was 
at most a minor factor in the recent financial crisis and that failings in our 
monetary and regulatory systems played much greater roles. These failings 
have not been addressed and continue to pose significant risk to our financial 
markets, broader economy and ultimately the taxpayer. 

I thank the Subcommittee for yom attention and the opportunity to offer my 
perspective. 
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Senate Subcommittee on Oversight of Government Management 
Hearing on Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis 

Apr il 26, 2012 


Written Testimony 

Submitted by Sharra R Jones, Teacher, Oak Park Elementary School, Laurel, MS 
Introduction: 

My name is Sharra R. Jones and I am from Laurel, MS. I have one son whose name is Xavier 
Washington. I have a Bachelor of Science from Millsaps College and a Master of Education 
from Mississippi College. I am currently in my fourth year of teaching. I have taught 6*, 5*'’, and 
3^** grade. I am certified to teach all subjects in grades K-6, mathematics K-8, and reading K-12. 1 
have obtained certification as a Master Teacher of Economics and Entrepreneurship through the 
Mississippi Council for Economic Education, an affiliate of the Council for Economic 
Education. I have worked at Nicholas Middle School in Canton MS and Galloway Elementary in 
Jackson, MS. I am currently working at Oak Park Elementary in Laurel, MS. I taught 
mathematics as the primary subject as well as other subjects at all three schools. 

The demographic make-up of the schools I have taught at was 99 percent African American and 
99 percent of the students were on free lunch. Each of the schools was either under Title One or 
in a critical needs area. Those schools were consider low performing school and needed a push to 
increase MCT 2 scores. 

Training: 

I became exposed to and aware of financial literacy and the Mississippi Council on Economic 
Education at a Stock Market Game workshop. Through the workshop I learned valuable 
information on becoming a Master Teacher of Economics. I was chosen to attend the first 
summer institute on Achieving Demonstrated Economic and Financial Literacy at Millsaps 
College that was offered by the Mississippi Council on Economic Education and funded by the 
No Child Left Behind Title II, Part A, Improving Teacher Quality State Grant. At this Institute I 
was trained in all areas of economics and entrepreneurship, placing much emphasis on financial literacy. 
This institute provided many professional development opportunities during the Institute and long after. 
The professional development after the institute was beneficial as it allowed me to refresh my knowledge 
on financial literacy as well as learn new materials that I could use in my math class. The ongoing 
professional development allowed me to see what other teachers were doing in their classroom and to 
converse about different ideas with peers. As a master teacher I was able to get co-workers involved and 
provide them with a new insight into teaching math. The information I received at the professional 
development workshops helped me to make a real world connection for my students. They were able to 
understand the importance of why financial literacy and mathematics were useful in real life. 

The Mississippi Council on Economic Education provides teacher training to approximately 
1 ,200 K- 1 2 teachers annually for a total of 8,000 teachers trained to date. Of these teachers, 418 
are Master Teachers of Economics. In addition, the Mississippi Council has trained 1 18 teachers 
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as Master Teachers of Entrepreneurship over the past two years. EEE funding has been used to 
provide Master Teacher of Economics training to U,S. History teachers, to educate teachers on 
the International Economic Summit, and to replicate Best Practices by Mississippi teachers. In 
addition, the MS Council on Economic Education has provided training on the Virtual 
Economics curriculum to more than 6,000 teachers thanks to funding provided by the Council 
for Economic Education. Mississippi teachers’ knowledge of economics was preliminarily 
assessed on the nationally Test of Economic Literacy at 62 percent. Teachers who complete the 
Mississippi Master Teacher in Economics program increase their assessed knowledge on the Test 
of Economic Literacy by 40 percent. Students score 48 percent on a test of knowledge of 
personal finance issues before our training and score 86 percent after completing the program. 


Materials: 

Most of the materials I used came from the Council for Economic Education’s Virtual 
Economics CD and Financial Fitness for Life curriculum, both of which I received at the MS 
Council on Economic Education Summer Institute. I have taught three different grade levels and 
was able to use the materials for all of them. The materials were helpful by providing me 
examples that I could use to increase the rigor or decrease the rigor depending on the level the 
students were on when I used that particular lesson. I also used materials from the Stock Market 
Game curriculum and lessons that other teachers have created that are posted on the Mississippi 
Council on Economic Education website. 

These materials in my opinion were the best, because it provided step by step direction and used 
many real life examples. When students are able to connect concepts that they are learning to 
real life they are more likely to remember and apply that concept. These materials allow for more 
hands on activities as well as more chance for cooperative learning. This has proven to be a 
successful way of educating students. With these materials I was able to take the challenging 
concept of supply and demand and teach it to third graders. These materials made it easier to 
understand and teach challenging concepts. 

Students: 

The 6* grade students made significant gains from the incorporation of financial literacy in 
mathematics. My student district test scores increased by nearly 30 percent each semester. I also 
had a group of students to place third in the Mississippi Stock Market Game competition that 
year. 

With my 5* grade students I incorporated financial literacy in my intervention strategies to heip 
struggling learners. I was given 17 out of 20 students who were on the Response to Intervention 
(RTI) system. I had to provide intervention three times a week to help these struggling students 
learn. I used the material I obtained from the MS Council on Economic Education and the 
Council for Economic Education to heip improve my students’ test scores. These students 
participated in the Mississippi Stock Market Game, the Mississippi Economics Challenge, and 
the Mississippi Personal Finance Challenge. It became part of our daily routine to watch video 
from the Financial Fitness for Life CD to help work on math skills. As a result I had 12 out of the 
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17 students who were on RTI to test out and their district and state scores improved from the 
year before. 

The 3'^'’ grade students that I am currently teaching use financial literacy concepts on a daily 
basis. We have implemented Positive Behavioral Interventions and Support (PBIS), which 
means we give our students’ dragon dollars when they are displaying appropriate behavior or 
when they help others without being asked. We have a dragon den where the students can use 
their dragon dollars to buy different items. My third graders are currently learning about saving 
and investing money. They have figured out “if I save instead of spend my dragon dollars every 
time we visit the dragon den then I can buy one of the bigger prizes.” 1 added my own twist to 
make the point it was better to save money for wants than to borrow money. I would loan my 
students’ dragon dollars so that they would be able to buy the bigger prize. But when they 
realized that they would have to pay me twice as much money back to repay their loan and they 
wouldn’t have any dragon dollars left to spend, they stopped asking to borrow dragon dollars on 
credit and started saving to buy what they wanted. 

Conclusion: 

In conclusion, teaching financial literacy at an early age helps educate our students to make 
better choices and prevent students from adding to the nation’s debt. It is detrimental that we 
close the widening gap in financial literacy. Students who learn financial literacy at an early age 
are more likely to become productive students in high school and college. They will be more 
capable of going into a career that will be beneficial for them. When they get out in to society 
they are more likely to make better financial decisions that will help decrease the nation’s debt 
situation 
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Michael Martin, Teacher, Unsdowne High School Academy of Finance 

Committee Chairman, Senator Akaka, and Ranking Member, Senator Johnson, I first want to 
thank you for asking me here to testify before your cortimlttee about a topic as critically important as 
personal financial literacy. Educating young people about the real world of personal responsibility 
when it comes to managing one's finances could never be more crucial than it is in today's economy, it 
matters not, whether one sees the economic glass as half full or half empty. There are always market 
pundits who are quick to see Bulls and Bears. What Is truly vital is making sure that glass is full of 
knowledge when it comes to making sound financial decisions. Especially when it comes to educating 
our youth. And the best way, indeed the only way, is to get kids learning the real X’s and O's of personal 
finance. All aspects. It has to be real. It has to be engaging. And it has to be meaningful. 

That is something I have tried to do for the past 8 years at the Lansdowne High School Academy of 
Finance. At 58 I am a late comer to the education field, having spent nearly 30 years in the private 
sector. But when my three daughters were in college (all 3 at one time I might add), it dawned on me 
that I wanted to do something different and give back to the community. It was tough and a bit 
overwhelming to think about going back to college while working full time at 50 but I took the plunge 
and was able to obtain 3 teaching certifications and a master's equivalency while landing a position at a 
needy school in a tough community in Baltimore County. 

But at Lansdowne, which is one of just 264 high schools in the nation that is part of the National 
Academy Foundation, I have seen first-hand what real-world teaching does for students who hail from 
the poorest neighborhood in all of Baltimore County. Our AOF students, nearly half of whom are 
minority, graduate - with 97% going on to higher education or the military. And each one takes with 
them knowledge of personal finance that will - and has - enabled them to confidently make smart 
financial choices. It is so satisfying to hear from students who have gone on to college and tell myself 
and the four other staff members in my department (all of whom have backgrounds In the private 
sector) that what they are being taught in their finance courses in college is actually much of what they 
already learned in high school. 

I must admit that textbooks, while they certainly have their place, are not the main source of 
material to teach my students. Instead, my students get real world, real hands-on lessons designed by 
myself and those created by the Maryland Council on Economic Education, an affiliate of the Council for 
Economic Education. I have found that if I can reach a student I can teach a student. The best way is to 
make it real. For example, all my students first learn about investing and the stock market. It's a great 
way to get them excited right out of the gate. My passion for Investing began about 30 years ago when 
my late father-in-law gave my wife and I shares of a stock he acquired years before. I was instantly 
hooked on investing and have been re-investing the dividends from that stock and others ever since. I 
still own that stock which invests in real estate in the DC area. Today, students are so adept with 
technology that teaching them is easy, fun and engaging. We are fortunate to have a computer in front 
of every kid in my room so why not use them. Every one of them creates their own personal stock 
portfolio using a custom Excel chart I created and then each tracks their holdings the entire course. It 
only takes me a short time to get them comfortable with web sites to research stocks and before long 
they' re calculating yields on dividends, PE ratios and the like. They also complete a two-week long 
budget lesson I designed, all using the computer. This budget project is one I taught to teachers from 
across the country at the annual NAF Conference in Philadelphia two years ago and have been asked to 
do so again this summer in DC. Assuming they have landed an entry level job out of college, students 
must first breakdown their paycheck then pay themselves first by investing in mutual funds they select. 
Then they buy and finance a car, rent an apartment, using real online sites, calculate gas usage, create a 
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monthly food menu, obtain insurance for a car and a premium for health, even figuring in a student loan 
using the Department of Ed's site. Finally, they need to compute how much they'll have when they 
retire, if that is, they continue to save and invest a small portion each month. When they see the final 
figure they're stunned. The best part of all, though, is the homework where they must sit down and 
share it all with their parents and the comments I have received are priceless. Here's an example; “My 
mother looked over the project and said this would be a great way to keep a budget and since she has no 
way of balancing her money this is an option she could use instead of stressing about when, how much, 
and how she's going to pay her bills" 

Lessons designed by the Council on Economic Education also find their way into my class room, 
like one of my favorites - "Was Babe Ruth overpaid?" It compares the salary of the Sultan of Swat with 
stars of today in order to determine how prices of yesteryear relate to today's dollars. It's a fascinating 
and fun way to get kids excited to learn about a not so exciting topic like the CPI Index. But it works. I 
have also designed a real-world project where my students simulate the Federal Reserves' Beige Book 
for use at its FOMC meetings. Students must first understand how the Fed researches and writes its 
version before creating our own local version - in style and content, right down to the beige colored 
cover. After gathering real data from 29 businesses in the community each student writes a summary 
on their sector and then submits it to a 'managing editor" student, who fines tunes the final copy before 
I have it published and delivered to the local business community. This is a great way to incorporate 
writing and research into the classroom in a way far more interesting and real than simply answering 
questions in the back of a chapter. As a former newspaper reporter I insist that my students write well. 
Because I am competitive I feel students need to learn how to work as a team and win or lose together. 
That's the way the real world operates so why not in school. To that end, I was extremely fortunate to 
open an email several years ago from the Maryland Council on Economic Education that was looking for 
teams to compete in a state championship on personal finance knowledge. I figured why not. So I took 
two teams from our not so upscale school to Towson University to go head-to-head with public and 
private schools from across Maryland. We took second place that year and then the past two years our 
neighborhood kids won the Maryland State Championship and an opportunity to compete for a national 
title in the Midwest both years, finishing 6"' in the nation last spring in St. Louis. It was an incredible 
opportunity for four young men who now find themselves off at college, all doing quite well in various 
business related majors. One of those young men is right here today - Evans Richards. I'm sure Evan 
can explain what this type of education means to our nation's high school students far better than I can 
since he's had a chance to experience it first-hand. But before turning it over to Evan I want to stress 
again just how vitally important this specific education is to our country. Way too many people, young 
and old alike, including a vast number of teachers, simply have little or no clue about personal finance. 
It's been kept quiet for way too long and must change. Educators need to get educated on how best to 
instruct students on personal finance to avoid the next looming bubble that's waiting to burst - that 
collective ignorance of Americans about how best to handle their own money. With innovative 
instruction, and groups like the Council on Economic Education, the Federal Reserve's vast education 
resources and so many other options available, all at limited costs, our students can obtain an education 
that will truly make a difference and stay with them the rest of their lives. There is nothing more 
important for our students to learn. Thank you for allowing me the opportunity to appear before the 
committee today. 
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Financial Literacy; "Knowledge to Succeed in the Future" 

Presented by Evan K. Richards on 4/26/12 

Good afternoon. My name is Evan Richards, and I am currently an undergraduate 
student at Towson University. 

It starts with simple instruction, and leads to a lifetime of security and opportunity. I 
know that from the education I received while being a member of the Academy of Finance at 
Lansdowne High School, I will be able to succeed financially in life, and it is important to 
recognize that this type of education should be available to everyone. 

Coming from a family with two stable incomes, a lot of financial stress was never seen in 
my household. My parents had enough income to provide for me and my younger brother, 
while maintaining an adequate household to raise us. That is, until the recession hit. Things for 
us took a dramatic twist in the summer of 2009, when my father had emergency back surgery, 
and in return, went on disability. It wasn't too much later when he was terminated from 
employment. Our main source of income was slashed to a level that we would've never 
dreamed of. We saw this as the end of the tunnel. We were going to try our best to get by, but 
with no plan set for our future, everything was in jeopardy. 

That fall, I began my Junior year, which is when members of the Academy of Finance 
were opened to new aspects of the financial world; things we never really considered until 
then. Stocks, bonds and contracts were terms that I became familiar with, and by extensively 
studying the nuts and bolts of these financial products, I understood that these were items that 
I would have to face in the near future. 

When my senior year came around, this was the time when the major points of the 
financial world became apparent. We were taught about things such as budgets, where we not 
only analyzed how personal budgets should be handled, but we took our education a step 
further and examined how governments handle their budget issues. We also looked at 
mortgages, credit cards, and interest rates, which are things that usually begin to hit you right 
after you finish schooling, and in these troubling financial times, sometimes right after high 
school. 


My high school education even went a step further, thanks to the Maryland Council on 
Economic Education, which is an affiliate of the Council for Economic Education. Every year, the 
MCEE holds a Personal Finance Challenge, where schools from across the state were brought 
together to test their financial knowledge. I am glad to say that our team from Lansdowne High, 
which I was glad to be a part of, took first place and went on to place sixth nationally in St, Louis 
in 2011. Lansdowne also won the state title in 2010 and competed for the national title in 
Kansas City. 
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Obtaining these skills from the Academy of Finance has truly helped me as of last fall, 
when I began my college career at Towson University. Budgets and contracts were two main 
substances that I truly began to explore in detaH as a college student. For many students across 
America, this is the first time where we are required to sign a contract, whether it would be for 
a college loan or Just admission to their school. Until this time, many students would not 
consider these items seriously, and therefore not understand exactly what they are getting 
themselves into. Luckily for me, with my Academy of Finance education, I already knew what 
was occurring and was quite comfortable with all of these new endeavors. 

My instructors also pressed the importance of paying for college via scholarships and 
minimizing loans. I was fortunate enough to receive enough scholarship money to attend 
Towson University full time without paying out of pocket. I consider myself to be extremely 
lucky to have that opportunity. However, paying for transportation and books is something that 
needed my budgeting skills. I knew that instead of paying a ridiculous amount for a textbook, I 
can shop around, much like you can do with mortgage and credit card rates, and find the book 
for a cheaper price. It is the small things like that, that truly make a difference to college 
students when they leave high school and enter the real world, where a huge amount of 
responsibility is placed on them, possibly for the first time. 

As I have stated before, the knowledge I have obtained is not difficult. It is something 
that is needed in everyday life. I am very fortunate to have it, and I know that by learning these 
things at such a young age, I have a "leg up" in the world, and I will be able to make better 
financial decisions as a result. These life financial skills will impact all of us, no matter what we 
do. From farmers to mechanics to top company executives, we all have to learn how to manage 
finances. For me, a career in business, with a possible tenure in state politics, is what I have in 
mind for my future. I know that with my financial skills, I can reach these goals by continuing 
my education, and just keeping my head straight financially. Thank you for your time and 
consideration. 
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Dr. Coburn 

Statement for the Record 
April 26, 2012 OGM Subcommittee Hearing 
“Financial Literacy: Empowering Americans to Prevent the Next Fiscal Crisis” 

The United States national debt is currently $15.7 trillion. The Congressional Budget 
Office projects a $1.2 trillion budget deficit for fiscal year 2012. The Senate has not passed a 
budget in three years. Just this week, the Senate voted to violate the Budget Control Act by 
passing a postal bill that will add at least $11 billion to the deficit, and possibly tens of billions 
more. 


So this is an ironic time for this subcommittee to be holding a hearing on financial 
literacy and looking at ways the federal government can teach American citizens about how they 
can prevent the next fiscal crisis. In many ways, the American people have a lot they could 
teach Congress about financial literacy. Most Americans know that it is reckless to continuously 
live beyond your means and have no plan to live within a budget. They surely know it is wrong 
to create debts that you have no way to pay besides handing it to your children and 
grandchildren. 

It is also important for us to ask us whether it’s appropriate for Congress to be in the 
business of providing financial literacy advice. The U.S. Constitution clearly outlines what the 
federal government’s responsibilities are. Of course, nowhere does it authorize the federal 
government to teach American citizens how they should handle their financial affairs. 

Yet today we have more than 50 federal financial literacy programs and initiatives spread 
across 20 different agencies. According to GAO, there is little evidence available on whether 
these financial literacy programs are working or making a difference. It is time that we start 
asking hard questions about whether these programs are even necessary. 
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EDUCATION Finance Council 


Hearing on Financial Literacy: Empowering Americans to Prevent the Next Financial 

Crisis 

Statement for the Record by the Education Finance Council 

Senate Committee on Homeland Security and Governmental Affairs 
Subcommittee on Oversight of Government Management, the Federal Workforce, and 
the District of Columbia 

April 26, 2012 
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A key component to empowering Americans with comprehensive financial literacy is 
education on how to pay for college. There has been much discussion around 
excessive student loan debt and various proposals have been made, such as 
discharging loans in bankruptcy, forgivingvstudent loans entirely, and maintaining a 3.4 
percent interest rate on some federal loans for a relatively small proportion of students 
for one year. These proposals do not solve the problem of excessive student debt— they 
will only serve as a quick, temporary fix. To prevent the problem from becoming a crisis, 
students and families must be educated early and often about the process, options, 
responsibilities, implications, and complexities of financing higher education. 

Rather than using taxpayer dollars and federal resources to create financial literacy 
initiatives from scratch, the federal government should promote the numerous, proven- 
effective initiatives already offered by private sector organizations. 

The Education Finance Council (EFC) is the trade association representing nonprofit 
and state agency student lenders. For decades, these entities have provided financial 
literacy education and resources to students and families at no cost. Due to their local 
insight, expertise in financial aid. and longstanding relationships with students, families, 
educators, and stakeholders in their states, EFC members are uniquely positioned to 
most effectively implement financial literacy initiatives on financing higher education. 

EFC members’ financial literacy initiatives are offered with the goal of educating 
students and families on how to responsibly pay for college. Programs target all issues 
related to higher education financing, including preventing over-borrowing, default 
aversion, budgeting for college life, understanding financial aid options and terms, 
calculating the long-term impacts of student debt, and building lifelong financial literacy. 
Most importantly, the programs work. 

The Student Loan Game Plan, offered by Iowa Student Loan, is an interactive tool 
aiming to reduce student indebtedness by educating student borrowers and cosigners 
about responsible borrowing decisions. The tool uses several methods to help 
borrowers understand the consequences of over-borrowing, including potential 
everyday challenges caused by over-borrowing, customized estimated salary 
Information based on borrowers' majors, estimated total student loan payment amounts, 
student loan debt-to-income ratio, an estimated monthly budget based on the 
borrower’s anticipated starting salary and national-average expenses including student 
loan payments, strategies to reduce the need for student loans, and a customizable 
action plan. During the program’s first year of implementation, students that reduced 
borrowing using the Student Loan Game plan reduced their loan amount by an average 
of $3,500 — ^totaling a $3,469,000 decrease in student loan borrowing over a single year. 
Moreover, according to the organization’s survey, 90.8 percent of students that 
completed the program said it helped them understand how borrowing affects their 
future and 87.6 percent said the program provided actionable ideas on how to borrow 
less. 
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RepayReady, an interactive financial literacy portal offered by NorthStar Education 
Services of Minnesota, is built to help borrovirers who are entering repayment organize 
student loan debt, learn about repayment options, and implement a strategy to 
successfully repay their loans. According to the organization's case study on the 
performance difference between private loan borrowers who implemented a repayment 
strategy through RepayReady and those that did not, NorthStar was able to lower early 
stage delinquency by 4.85 percent— a total 32 percent improvement. The study shows: 
“Even at the late stages of delinquency and into default, NorthStar was able to lower the 
default rate by 1 .49 percent — a 79.8 improvement over those who did not use 
RepayReady.” Additionally, 76 percent of students using the portal reported to feel 
better prepared to pay back their student loans because of RepayReady. 

To efficiently, fiscally responsibly, and effectively facilitate its goals of promoting 
financial literacy for Americans, Congress and the Administration should direct students 
and families to the multitude of resources provided by the private sector. 


I 
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STATEMENT FOR THE RECORD 
THE FINANCIAL SERVICES ROUNDTABLE 

On 

The Senate Homeland Security and Goveminental Affairs Committee, Subcommittee on 
Oversight of Government Management, the Federal Workforce, and the District of Columbia 

Hearing: 

"Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis." 
Thursday, April 26th at 2:30 PM (ET) 


The Roundtable represents 100 of the largest integrated financial services companies providing 
banking, insurance, and investment products and services to the American consumer. Member 
companies participate through the Chief Executive Officer and other senior executives 
nominated by the CEO. Roundtable member companies provide fuel for America’s economic 
engine, accounting directly for $92.7 trillion in managed assets, $ 1 .2 trillion in revenue, and 2.3 
million jobs. 
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THE ROUNDTABLE SUPPORTS FINANCIAL EDUCATION: 

The Roundtable and its member companies have a year-round commitment to American 
communities and have a particular focus on fiimcial education programs. The Roundtable 
shares Congress’ and the Obama Administration’s goal of providing financial literacy to every 
American. We have a shared goal of ensuring that financial documents are cleaner, clearer 
and serve both consumer and institution. 

In short, the Roundtable believes that financial education programs should be included in 
everyone’s formal education. For instance, in 201 1 73% of teens u se a savings account 
checking account, debit card or credit card, compared to 6^% in 2009. However, n early 50 
percent of teens are unsure of how to use a credit card effectively . Further, 52% of young 
adults 23-28 consider "making better choices about manaeing money" t he single most 
important issue for individual Americans to act on today. Although the public and private 
sector have made great strides in raising awareness for the need for financial literacy, there is 
still more work to be done to reach more people. As such, in 2012 the Roundtable’s goals 
include supporting or promoting financial literacy efforts that include: 

• Urging the Government Accountability Office (GAO) to conduct an annual study of 
every state’s efforts to educate their students (K-12) in financial literacy; 

• Offering financial education to every student before they accept a student loan; 

• Offering financial education to prospective homebuyers; and 

• Permit parents to start saving for their child’s retirement at birth. 

The Roundtable believes that the goals listed above are achievable by the end of this year 
and would have immediate an impact. For example, an annual GAO study of state financial 
literacy practices will allow stakeholders to start measuring and comparing the outcomes of 
students in states with financial education incorporated in their core curriculum and those 
that do not. In addition, it will also gauge the effectiveness of the financial education 
programs currently being used by states. This will allow policymakers to targeted 
improvements in specific areas as needed. 

The Roundtable encourages Congress to continue to work with the financial services 
industry to create opportunities for expanded financial literacy education by seizing on ideas 
and programs with a track record of success. Our country simply cannot afford to miss this 
tremendous opportunity to partner with the private sector to help citizens of all ages prepare 
for their financial future. 

CONCLUSION: 

The increased life span of the average American and the growing number of baby boomers 
nearing retirement makes financial education a critical issue. Whether it is saving for their 
children’s education, purchase of a family home, or saving for retirement, it is our firm belief 
that by creating and providing opportunities for Americans to learn more about their finances 
will allow them to take more control of their financial lives and will ultimately result in financial 
freedom and a better standard of living. The Roundtable stands ready to work with 
policymakers and other stakeholders to preserve, promote and expand financial education for all 
Americans. 
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Senate Subcommittee on Oversight of Government Management 
Hearing on financial Literacy: Empowering Americans to Prevent the Next Financial Crisis 

April 26, 2012 


Written Testimony 

Submitted by Nan J. Morrison, President and CEO, Council for Economic Education 

Thank you for the opportunity to provide testimony on a subject that I believe is as important to 
you as it is to me: raising the level of economic and financial literacy among today's youth to 
prevent the next financial crisis. 

If there's one lesson we've learned from the recent recession and its painful fallout, it's that an 
alarming number of Americans lack the most basic dollars-and-cents understanding they need 
to navigate our complex global economy. The gap between what people know about economics 
and personal finance, and what they need to know, is widening every day. 

• Only 49.7 percent of U.S. adults can define a "budget deficit." 

• The public's ignorance is also reflected in its personal finances: 9 million households have 
neither checking nor savings accounts, and 29 percent of Americans have no savings. 

• And just as many parents are ill-equipped to instruct their children in economics and personal 
finance, so, too, are teachers unprepared to impart this essential knowledge. In a survey, 20 
percent of teachers stated that they do not feel competent to teach basic personal finance, and 
even those who teach economics to high school students have often received minimal college 
instruction in the subject. 

In the midst of an economic slowdown and in an absence of a general understanding of economics, 
political rhetoric can overwhelm facts in the public debate. The result, at best, is disinterest; at worst, 
disiiiusionment. in many sectors the financial services industry has been demonized and capitalism has 
become a dirty word. When our economic system is held in such poor regard, the underpinnings of our 
democratic system are challenged. 

We know that financial and economic literacy changes the way people see the world and their roles in it. 
Ignorance is not an option we can afford. The Council for Economic Education (CEE) is uniquely 
positioned to close this widening gap— in knowledge, in competence, and in faith in capitalism and the 
democratic process. 

CEE is the leading organization in the United States that focuses on the economic and financial 
education of students from kindergarten through high school. For the past 60 years, our mission has 
been to instill in young people the fourth "R"— a real-world understanding of economics and personal 
finance. It is only by acquiring economic and financial literacy that children can learn that there are 
better options for a life well lived, will be able to see opportunity on their horizon line and, ultimately, 
can grow into successful and productive adults capable of making informed and responsible decisions. 
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The CEE heartily agrees with the President's Advisory Council on Financial Capabilities statement, 
"Financial education should take its rightful place in American schools. " CEE is a strong supporter of 
financial and economic education for the K-12 classroom. We work closely with our nationwide network 
of affiliates to deliver high quality professional development and curricula to promote financial literacy 
in the classrooms of our nation. As indicated by the teachers testifying at today's hearing, these 
opportunities and materials are of utmost importance in ensuring that our youth have a strong basis in 
financial literacy as they move on in their lives to college and careers. 

At a time when we see increased awareness on the part of leaders in government, business, and 
education for the need for financial literacy for ail students, we are also seeing a decrease in the number 
of states requiring such courses. Data collected for the 2011 Council for Economic Education Survey of 
the States shows that while there has clearly been progress since the first survey in 1998, that over the 
last two years the trend is slowing and in some cases moving backward. In economic education, the 
survey shows that 22 states now require students to take an economics course as a high school 
graduation requirement (up from 21 in 2009). However, only 16 states require the testing of student 
knowledge in economics, three fewer than in 2009 (19). 

Personal finance education is not required nearly as often as economics. Only 13 states require 
students to take a personal finance course (or include personal finance in a required economics course) 
as a high school graduation requirement. These 13 states make up approximately 25% of the entire U.S. 
population, which means that almost 75% of Americans are leaving school with little or no financial 
literacy education. 

It is imperative that government, non-profits, and the private sector find more ways to work together 
and address this gap in financial literacy education. While there are many efforts underway in all 
sectors, more work still needs to be done in terms of placing a greater emphasis on economics and 
financial literacy in the K-12 curriculum; requiring separate, stand-alone courses in these subjects as part 
of high school graduation requirements; and testing student knowledge levels. 

CEE has developed several partnerships with other ieaders in the field that leverage our mutual 
strengths. We focus on filling the gaps in financial literacy education by bringing people together 
through developing materials with state economic educators, distributing the 5tock Market Game 
through our nationwide network, and collaborating with members of the Securities Industry and 
Financial Markets Association [SIFMA). These types of partnerships are essential to promote better 
awareness and broader distribution of existing efforts and ensure high quality education programs reach 
all segments of society. 

In 2011 CEE trained more than 55,000 teachers, including 5,000 in some of the nation's lowest- 
performing high schools; those teachers, in turn, reached 5 million students. Our assessments prove that 
this training is working. Testing after CEE instruction in Tennessee, for example, showed a 39 percent 
gain in financial literacy in the program's elementary school students, and a 47 percent improvement for 
middle schoolers. Much of our evidence is anecdotal, but compelling. In one 5”'-grade class in Arkansas, 
students learned how to earn money (they made lunch for their teachers), to save and to give back: At 
the end of the year, they donated $2,400 to charity. In another classroom, a S'"* grader who had just 
learned the concept of opportunity cost said, "I can't believe that every time I make a choice, it costs me 
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something." Grounded in the fourth "R," young people will be able to make the intelligent choices that 
will significantly improve their adult world. 

Congress and other government entities have an important role to play in making sure that all young 
people across the nation have access to high quality instruction in financial literacy. CEE is pleased that 
both economics and personal finance have been included as part of Effective Teaching and Learning for 
a Well-Rounded Education in the proposed reauthorization of the Elementary and Secondary Education 
Act (ESEAj. We hope that in the coming months. Congress can work together to pass this legislation and 
provide continued support to schools around the nation providing this instruction to students. 

The Excellence in Economic Education (EEE) program is an outstanding example of a highly effective use 
of government funds to support financial literacy education across the country. Since its introduction by 
Senator Akaka in 2004, EEE has been the only federally-funded program dedicated solely to economic 
and financial literacy education projects. At $1.5 million, EEE is a modest federal program with 
impressive results. Each year 80 - 100 education organizations, including national and local non-profits, 
LEAS, and SEAs, across the country receive support for economic and financial literacy projects through 
EEE. 


• More than 90% of teacher training programs funded have resulted in a statistically significant 
increase in student pre-/post-test scores. 

• 40% of middle school students in a financial literacy program in California reported more 
interactions/discussions about money with parents. 

• All recipients strongly agreed (95%) or agreed (5%) that the activity funded by this grant was 
valuable for advancing economic and financial literacy of the participating teachers and 
students. 

Research conducted by the National Endowment for Financial Education (NEFE) shows that students 
enrolled in financial literacy courses have the highest reported financial knowledge and are more likely 
to display positive financial behaviors and dispositions (Gutter, M., Copur, Z., & Garrison, S. 2010). 
Results of EEE funded programs are aligned with these findings. 

CEE would like to thank Senator Akaka for his leadership in developing the EEE and for his efforts to 
reinstate funding for this program in FY2013. The EEE program has allowed the federal government to 
strengthen and expand economic and financial literacy education at the local level in our nation's 
primary and secondary schools, for relatively few dollars while maximizing the impact of federal 
resources by leveraging ongoing private sector efforts. 

Financial literacy is critical in preparing all students for their roles in the ever changing global economy. 
Effectively teaching personal finance decision making skills is essential to ensuring the well-being of 
individuals, households and our Nation's economy as a whole. CEE applauds the efforts of 
governmental entities in this area and welcomes the opportunity to partner with government and other 
organizations to empower all Americans with the financial literacy necessary to prevent the next 
financial crisis. 
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Chairman Akaka and Ranking Member Johnson, I want to thank you for holding this 
hearing on the critical issue of financial literacy. The Office of the Special Inspector General for 
the Troubled Asset Relief Program (“SIGTARP”) is committed to using financial literacy to 
empower Americans. SIGTARP serves as the watchdog over the Federal bailout known as the 
Troubled Asset Relief Program (“TARP”). SIGTARP protects the interests of those who funded 
TARP programs - American taxpayers. Our mission is to promote economic stability through 
transparency, robust enforcement, and coordinated oversight. SIGTARP is working to increase 
financial literacy by bringing much-needed transparency to the causes of the financial crisis and 
the Government’s response to the financial crisis in easy-to-read reports that do not require a 
financial background to understand. Every quarter, SIGTARP publishes a report to Congress 
that describes TARP and issues related to the financial crisis in plain English. Through 14 of 
these public reports and through 1 7 deep-dive audit reports on particular parts of the crisis, 
SIGTARP seeks to raise public awareness of the events surrounding the financial crisis and 
promote financial literacy for every American who funded TARP. Promoting financial literacy 
is critical to ensuring our nation’s economic stability and to helping prevent the next financial 
crisis. 

Additionally, in the last year, SIGTARP has made a concerted effort to increase its 
education of homeowners to prevent them from becoming victims of a fraud scheme that has 
arisen out of the financial crisis. Mortgage modification fraud scams involve con artists that prey 
on vulnerable homeowners with false promises of a mortgage modification under TARP’s Home 
Affordable Modification Program (“HAMP”). One of SIGTARP’s important roles is to serve as 
a criminal law enforcement agency. SIGTARP has detected an increase in mortgage 
modification scams. Today’s testimony focuses on the efforts SIGTARP is making to detect and 
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stop these scams, and SIGTARP’s efTorts to promote financial literacy of homeowners so that 
they know a scam when they see it. SIGTARP’s. efforts to raise awareness of these scams 
contributed to the Better Business Bureau naming these scams as the “Top Financial Scam” for 
2011. These scams have devastating consequences as homeowners lose precious dollars, and in 
some cases their home, only to find that the perpetrators have closed up shop and left town. 
During a time of record foreclosures, by bringing attention to the hallmarks of these scams, this 
Committee can help to arm its constituents across our nation with knowledge that can save them 
from becoming victims of mortgage modification scams. The last page of this testimony is a 
fraud alert that lists the hallmarks of these scams that the members of this Committee can share 
with constituents or other groups in each state. 

Hallmarks of mortgage modification scams: In these scams, fraudsters steal from 
struggling homeowners by falsely promising that they can navigate the often murky-waters of 
the mortgage modification process for a fee of $1,500 or more paid in advance. Hallmarks of 
this scheme include the perpetrators holding themselves out as experts in HAMP and providing 
“advice” that their victims will have a better chance of getting a HAMP modification if they stop 
making mortgage payments and cease all communication with their mortgage servicer. In some 
instances, they claim to be affiliated with the U.S. Government through the use of a Government 
seal, a name similar to a Government agency, or words like “Obama Plan.” 

To further lure their victims, they make money-back guarantees that they have no 
intention of keeping. Scammers have stolen millions of dollars from homeowners based upon 
these schemes, which have devastating consequences for struggling homeowners who are 
desperately looking for relief through HAMP to lower their monthly mortgage payments and 
who often use their last dollars to pay con artists, 
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SIGTARP is stopping and invest^atmg mortgage modification fraud: SIGTARP’s 
investigations of all crimes related to TARP (including mortgage modification crimes) have 
resulted in criminal charges against 81 individuals. Fifty two of those individuals have been 
convicted so far. The convictions carry severe consequences and 23 individuals convicted have 
been sentenced to jail, while others await sentencing. Along with jail time, SIGTARP and its 
law enforcement partners ensure that criminals and those charged in civil lawsuits pay for their 
crimes. SIGTARP investigations have resulted in court orders for the return of nearly $4 billion 
to victims or the Government SIGTARP has had notable success in stopping and investigating 
these mortgage modification fraud schemes and in working with its enforcement partners to 
prosecute the perpetrators. Importantly, 26 of those 8 1 individuals were criminally charged 
related to a mortgage modification fraud. A description of some of the charged conduct appears 
below. 

Because homeowners have often already lost precious dollars and precious time by the 
time mortgage modification scammers are caught, SIGTARP recently took a more proactive 
360-degree approach to catch these swindlers more quickly and prevent these frauds from 
victimizing vulnerable homeowners in the first place. In addition to investigations and criminal 
charges, SIGTARP actively worked to shut down hundreds of these scams advertised on the 
Internet and formed a joint task force to raise homeowner awareness of the scams. SIGTARP 
will continue to investigate and hold accountable criminals who defraud homeowners in 
connection with HAMP, while doing everything it can to stop homeowners from becoming 
victims in the first place. 
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SIGTARP Shutdown 125 Online Mortgage Modification Scams 
Advertised on Google, Yahoo! And Bing 

The first place many homeowners turn for help in lowering their mortgage payment is the 
Internet through online search engines, and that is precisely where they are being targeted. From 
talking to the victims of these scams, SIGTARP learned that many were enticed by web banner 
ads and online search advertisements that promised, for a fee, to help lower mortgage payments. 
These ads offer a false sense of hope that can end up costing homeowners their homes. 

In November 2011, SIGTARP shut down 125 websites that were advertised on Yahoo!, 
Bing, and Google and evidenced hallmarks of these fraudulent scams. SIGTARP coordinated 
with Google and Microsoft (which founded Bing and whose technology powers Yahoo!) to shut 
down advertisements for the websites. In addition, Google suspended advertising relationships 
with more than 500 Internet advertisers and agents and Microsoft suspended advertising 
relationships with more than 400 Internet advertisers and agents connected with the 125 
websites. SIGTARP’s work in cutting off this primary access to homeowners immediately mid 
dramatically decreases the scope and scale of these scams by limiting their ability to seek out and 
victimize struggling homeowners. SIGTARP continues to work with Microsoft and Google to 
thwart these schemes. 

Raising Public Awareness and Promoting Homeowner Education 

SIGTARP has actively engaged in raising public awareness and promoting homeowner 
education of mortgage modification scams. In December 201 1, SIGTARP formed a joint task 
force with the Consumer Financial Protection Bureau and Treasury to leverage resources in 
investigating, combating, and shutting down HAMP-related mortgage modification scams and to 
provide awareness to vulnerable homeowners desperately holding onto hope of saving their 
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homes. !n December 2011, the joint task force issued a consumer Ifaud alert to protect 
homeowners and empower them with the knowledge of how to recognize and avoid these scams. 
This fraud alert is attached as the last page of this testimony and can be found at: 
mvw.sigtarp.gov/pdf/Consumer Fraud Alert.Ddf 

In order to have the maximum effectiveness, we must ensure that as many homeowners 
as possible have access to the fraud alert so that they can avoid becoming victims. The Joint 
Task Force is currently working with our nation’s armed services to educate our military families 
about mortgage modification scams. Last month, SIGTARP made recommendations to Treasury 
in order to raise awareness of these scams even further. The perpetrators of these scams prey on 
their victims with claims that the HAMP process is confusing to homeovwiers. SIGTARP is 
concerned that Treasury’s recently announced one-year extension of HAMP and a major 
expansion of HAMP (called HAMP Tier 2) to previously ineligible homeowners will add to 
confusion surrounding the process. In order to protect against the possibility that the extension 
and expansion of HAMP will lead to an increase in mortgage modification fraud, in March 2012, 
SIGTARP recommended: (1) that Treasury undertake a sustained public service campaign as 
soon as possible to arm the public with complete, accurate information about the program; and 
(2) that Treasury require servicers participating in HAMP to provide the fraud alert to all 
HAMP-eligible borrowers as part of its monthly mortgage statement. Treasury has not adopted 
either recommendation. 
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Results of SI6TARP investigations of mortgage modiftcation fraud 

American Home Recovery 

On August 11, 2010, the U.S. District Court for the Southern District of New York 
unsealed a grand jury indictment charging Jaime Cassuto, David Cassuto, and Isaak IKhafizov, 
the principals of American Home Recovery (“AHR”), a mortgage modification company located 
in New York City, with one count of conspiracy to commit mail and wire fraud, one count of 
wire fraud, and two counts of mail fraud, all relating to a mortgage modification scam. The 
indictment also included a forfeiture allegation that would require forfeiture of proceeds obtained 
as a result of the offenses. The defendants were arrested by Special Agents from SIGTARP and 
the FBI as part of the Department of Justice’s nationwide “Operation Stolen Dreams” mortgage 
fraud sweep. 

According to the indictment, the defendants perpetrated a scheme to defraud homeowners 
using mailings and telemarketing efforts. Through these channels, it is alleged that the 
defendants, through AHR, falsely promised to assist desperate homeowners by negotiating with 
banks to modify the terms of their mortgages in exchange for upfront fees of several thousand 
dollars. In fact, the indictment alleges, AHR did little or no work to modify the mortgages. 
Through their scheme, the defendants obtained more than $500,000 from homeowners 
throughout the country, according to the indictment. 

The indictment further alleges that one of the defendants, Khafizov, directed AHR 
salespeople to falsely inform prospective clients that AHR had an 80%-90% success rate in 
securing modification of clients’ mortgages and that AHR would issue a full refund of the 
upfront fee to any client whose mortgage was not successfully modified by AHR. In addition, it 
is charged that the AHR salespeople falsely represented to homeowners that AHR would ensure 
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their participation in the TARP-fimded Making Home Affordable (“MHA”) program. Finally, 
AHR salespeople falsely advised homeowners that they were more likely to obtain a mortgage 
modification from their bank if they fell further behmd on their mortgage payments and/or 
stopped making payments to their bank entirely, md sent their money to AHR instead, the 
indictment alleges. Mme Cassuto and David Cassuto entered guilty pleas in the case on March 
19, 2012. In March 201 1, Raymond Pampillonio, a former AHR employee, also pled guilty in 
connection with this scheme. This case is being investigated by SIGTARP, the U.S. Attorney’s 
Office for the Southern District of New York, and the FBI. 

Compliance Audit Solutions 

On February 14, 2012, Ziad al Saffar, Sara Beth Rosengrant, and Daniel al Saf&r pled 
guilty to charges of conspiracy to commit wire fraud and mail fraud. On April 28, 201 1 , a 
Federal grand jury sitting in the Southern District of California returned an indictment against the 
three defendants for allegedly perpetrating a fraudulent mortgage modification business under 
the names Compliance Audit Solutions, Inc. (“CAS”) and CAS Group, Inc. (“CAS Group”). The 
defendants admitted to targeting homeowners who were unable to afford their mortgage 
payments and using fraudulent tactics to induce the homeowners to purchase an “audit” of their 
home mortgage loan. The defendants claimed the “audit,” for which they charged homeowners 
between $995 and $3,500, could identify “violations” in the homeowners’ loan documents that 
could be used to force banks to negotiate new terms for the loans. The defendants admitted to 
publishing numerous misrepresentations in advertisements, including claiming that the 
defendants were affiliated with or employed by the United States Department of Housing and 
Urban Development, and that CAS and CAS Group were participating in a Federal Government 
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program called “Hope for Homeowners,” The defendants also used websites named 
www.obama4homeowners.com and www.hamtHiow.oig, which implied affiliation with HAMP. 

As part of their guilty pleas, the defendants agreed to pay restitution to the victims of 
their criminal conduct in an amount to be determined by the Court. Sentencing for all three 
defendants is scheduled for April 2012. This case was investigated by SIGTARP, the U.S. 
Attorney’s Office for the Southern District of California and the FBI. 

The ShmucUer Group, LLC 

Howard Shmuckler, who was indicted and arrested on November 10, 2010, for an alleged 
mortgage modification scam investigated by SIGTARP in partnership with the Prince George’s 
County State’s Attorney’s Office in Maryland, pled guilty to running a fraudulent mortgage 
modification scheme in a Federal case. On July 21, 2011, a Federal grand jury sitting in the 
Eastern District of Virginia returned an indictment against Howard Shmuckler for allegedly 
running a fraudulent mortgage-rescue business that received substantial fees from homeowners 
but failed to modify their mortgages. Shmuckler was charged with seven counts of wire fraud. 

On July 27, 201 1, Shmuckler was arrested at his home in Virginia Beach, where he has been 
under electronic monitoring pending a November 2011 trial on this Maryland state charge. On 
April 10, 2002, Shmuckler pled guilty to six counts of wire fraud. 

According to the Federal indictment, Shmuckler owned and operated a mortgage-rescue 
business known as The Shmuckler Group (“TSG”), which claimed to be the “largest, most 
successful group of professionals from the Legal, Banking, Mortgage, Financing, Rea! Estate, 
Government, and International Sector coming together to help homeowners keep their homes in 
a manageable and affordable means.” The indictment alleges that Shmuckler falsely portrayed 
himself to be an attorney licensed in Virginia and that he misrepresented that TSG had a 97 
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percent success rate in obtaining loan modifications. According to the indictment, Shmuckler 
also instructed clients to terminate contact wMj tlteir mortgage companies and to stop making 
payments to their lenders. 

The indictment further alleges that feise representations by Shmuckler and TSG 
employees induced homeowners to pay fees ranging from $2,500 to $25,000, for $3 million in 
total proceeds. TSG is alleged to never have facilitated a single mortgage modification. It is also 
alleged that the company’s loan modification success rate was substantially less than 97 percent. 
The case brought in Federal court in Virginia resulted from a joint investigation conducted by 
SIGTARP, FBI, the FDIC OIG, and the United States Attorney’s Office for the Eastern District 
of Virginia. The case brought in state court in Maryland resulted from a joint investigation by 
SIGTARP, the Office of the State’s Attorney for Prince George’s County, and the Maryland 
Department of Labor Licensing and Regulation’s Financial Regulation Division. 

Home Owners Protection Economics. Inc. ("HOPE”) 

On August 9, 201 1, SIGTARP agents, with its law enforcement partners, arrested 
Christopher S. Godfrey, Dennis Fischer, Vemell Burris, Jr., and Brian M. Kelly. On August 3, 
201 1, a federal grand jury sitting in the District of Massachusetts returned an indictment against 
the four defendants for allegedly perpetrating a fraudulent home loan modification scam through 
a company named Home Owners Protection Economics, Inc, (“HOPE”), The 20-count 
indictment charges the four with conspiracy, wire fraud, mail fraud, and misuse of a government 
seal. Godfrey was the president and Fischer was the vice president of HOPE. Burris was the 
manager and primary trainer of HOPE telemarketers, and Kelly was one of the principal 
telemarketers and a trainer for other HOPE telemarketers. Godfrey and Fischer were charged 
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with one count of conspiracy, nine counts of wire fraud, nine counts of mail fraud, and one count 
of misuse of a Government seal. Burris and Kelly were charged with one count of conspiracy, 
nine counts of wire fraud, and nine counts of mail fraud. 

The indictment alleges that, through a series of misrepresentations, the defendants and 
their employees induced thousands of financially distressed homeowners to pay HOPE a $400- 
$900 up-front fee in exchange for HOPE’S home loan modifleations, modification services, and 
“software licenses.” According to the indictment, the defendants misrepresented that, with their 
assistance, homeowners were virtually guaranteed to receive a loan modification under HAMP. 
The indictment alleges further misrepresentations by defendants, including that HOPE was 
affiliated vvith the homeowner’s mortgage lender, that homeowners had been approved for a 
home loan modification, that homeowners could stop making mortgage payments while they 
waited for HOPE to arrange their loan modification, that HOPE would refund the up-ffont fee if 
the modification was unsuccessful, and that HOPE was a non-profit organization. 

The indictment further alleges that, in exchange for homeowners paying the up-fr-ont fees, 
HOPE sent homeowners a “do-it-yourself’ application package that was nearly identical to file 
application provided fr-ee of charge by the U.S. Government through ITAMP. Through these 
misrepresentations, it is alleged, HOPE was able to persuade thousands of homeowners 
collectively to pay more than $3 million in fees to HOPE. This case is being investigated by 
SIGTARP, the FBI, the United States Attorney’s Office for the District of Massachusetts, and 
the Computer Crime and Intellectual Property Section of the Department of Justice’s Criminal 
Division. 
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Nations Housins Modification Center 

Glenn Rosofsky, Roger Jones, and NfichMsl Trap pled guilty to their involvement in a 
fraudulent loan-modification scheme. The conspiracy sold loan-modification services to 
homeowners who were delinquent on their monthly mortgage payments. Using the names 
“Nations Housing Modification Center” (“NHMC”) and “Federal Housing Modification 
Department,” the conspiracy used false and fraudulent statements and representations to induce 
customers to pay advance fees of $2,500 to $3,000 each to purchase loan-modification services 
from NHMC. Included among the misrepresentations made by the defendants was that NHMC 
was affiliated with the Federal Government or HAMP and was located on Capitol Hill in 
Washington, DC. In fact, as Trapp admitted, NHMC had no connection to the Federal 
Government or HAMP and its only presence in Washington, DC, was a rented post office box. 
The fraud grossed at least $900,000 from more than 300 homeowners. 

On June 10, 201 1, Trap was sentenced by the U.S. District Court for the Southern District 
of California to 30 months incarceration and three years of supervised release and ordered to pay 
restitution of $460,249 following his earlier guilty plea. On January 24, 2011, Rosofsky was 
sentenced by the U.S. District Court for the Southern District of California to 63 months 
incarceration Mid 36 months of supervised release and ordered to pay restitution of $456,749. 

The same court also sentenced Jones, on January 18, 2011, to 33 months incarceration and 36 
months of supervised release, and ordered him to pay restitution of $456,749. The case was 
investigated by SIGTARP, IRS-CI, the Federal Trade Commission (“FTC”), the San Diego 
District Attorney’s Office, and the U.S. Attorney’s Office for the Southern District of California, 
with the support of FinCEN and the New York High Intensity Financial Crime Area. 
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Lesacv Home Loam and Real Estate 

On December 1 , 20 1 1 , Magdalena Salas, Angelina Mireles, and Julissa Garcia, the 
owner, manager, and CEO, respectively, ofLegacy Home Loans and Real Estate (“Legacy 
Home Loans”) in Stockton, California, were arrested on charges of conspiracy, grand theft, and 
false advertising for a mortgage modification scam. 

According to the charges and other information presented in court, the co-conspirators 
collected thousands of dollars in up-front fees from distressed homeowners in Central California 
after making false promises to obtain loan modifications for the homeowners. The defendants 
falsely promised homeowners that they would receive loan modifications regardless of their 
financial situation through Federal Government programs allegedly referred to as the “Obama 
Plan.” The defendants also allegedly falsely overstated their success rate, made false money-back 
guarantees, and falsely represented that attorneys would work on the modifications. The co- 
conspirators advertised similar felse promises in flyers, billboards, television and radio, in 
English and Spanish. The modification services promised by the co-conspirators allegedly were 
never carried out and many clients ended up losing their homes. The case is being investigated 
by SIGTARP, the California Attorney General’s office, the San Joaquin District Attorney’s 
office, the California Department of Real Estate, and the Stockton Police Department. 

Flahive Law Corporation 

On March 8, 2012, Gregory Flahive, Cynthia Flahive, and Mike Johnson were arrested 
by SIGTARP agents and its law enforcement partners. On March 7, 2012, a California grand jury 
indicted the defendants for allegedly perpetrating a fraudulent mortgage modification scam 
through their law firm, Flahive Law Corporation (“FLC”). The Flahives and Johnson were 

12 


VerDate Nov 24 2008 09:43 Oct 25, 2012 Jkt 075211 PO 00000 Frm 00124 Fmt 6601 Sfmt 6601 P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


121 


charged with 19 felony counts of grand theft by false pretense, conspiracy, and false advertising. 
Gregory and Cynthia Flahive are the owners of FLC, based in Folsom, California. Mike Johnson 
is FLC’s managing attorney. According to documents filed in court, from January 2009 to 
December 2010, FLC promoted its loan modification services to homeowners through 
advertisements, including a television infomercial. FLC falsely represented that experienced 
lawyers would negotiate with banks on behalf of homeowners seeking modifications, including 
under HAMP, misrepresented that FLC’s law firm status would give them extra leverage when 
negotiating with such banks, and overstated FLC’s rate of success in obtaining loan 
modifications on behalf of homeowners. FLC allegedly collected up-front fees of up to $2,500 
from homeowners for loan modification services that were never performed. The case is being 
investigated by SIGTARP, the California Attorney General, Folsom Police Department, Rancho 
Cordova Police Department, and the El Dorado Sheriffs Department. 

CFSA Home Solutions 

On March 2, 2012, Jacob J. Cunningham, Justine D. Koelle, Andrew M. Phalen, Dominic 
A. Nolan, and John D. Silva were arrested in California and charged with allegedly operating a 
mortgage modification scheme that defrauded hundreds of victims. The defendants were charged 
with multiple felony counts of violating California state law, including conspiracy to charge 
illegal upfront fees for mortgage modifications, conspiracy to commit forgery, grand theft by 
false pretenses, theft from an elder, and money laundering. Between January 2009 and March 
2012, the defendants allegedly enticed homeowners to participate in a fraudulent loan 
modification program by making numerous false misrepresentations to homeowners through 
advertisements, websites, promotional letters, and direct conversations. The misrepresentations 
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included: (1) that HAMP would apply to homeowners’ circumstances, (2) the defendants had a 
100% success rate in obtaining mortgage modiflcadons for homeowners, and (3) that 
homeowners would be refunded their paid fees if the defendants could not modify a 
homeowner’s loan. In December 201 1, after hundreds of complaints had been submitted to the 
Better Business Bureau regarding their fraudulent activities, Cunningham, Nolan, and Silva 
allegedly then started a different mortgage scheme. These three defendants mailed fake 
“Conditional Approval’’ letters to victims that included unauthorized logos of “CitiFinancial” 
and “CitiMortgage.” These letters falsely stated that the homeowners had been conditionally 
approved for a home loan at an interest rate between 2.3% and 2.8%. The letters also directed the 
homeowners to deposit between $3,500 and $4,600 directly into the defendants’ bank accounts. 

It is alleged that the defendants never submitted any loan applications to banks on behalf of any 
of the homeowners who paid this fee. 

To evade detection by law enforcement, the defendants are accused of changing the 
names, phone numbers, and addresses of the sham companies they operated, including CSFA 
Home Solutions, Mortgage Solution Specialists, Inc., CS & Associates, and National Mortgage 
Relief Center. If convicted on all counts, the defendants face a maximum sentence in state prison 
as follows: Cunningham and Nolan (13 years and eight months each); Koelle (7 years and eight 
months); Phalen (10 years); and Silva (21 years and eight months). The case is being 
investigated by SIGTARP, Orange County, California, District Attorney’s Office, U.S. Secret 
Service, Huntington Beach Police Department, California Department of Real Estate, Orange 
County Probation Department, Orange County Sheriffs Department, Costa Mesa Police 
Department, Irvine Police Department, and Santa Ana Police Department. 
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SIGTARP commends this Committee for promoting financial literacy. SIGTARP is 
committed to promoting financial literacy including helping homeowners from becoming victims 
to the newest rescue fraud scheme known as a mortgage modification fraud scheme. Finally, 
SIGTARP urges anyone who believes that they have become a victim of a mortgage 
modification scam related to HAMP, or has knowledge of a scam can contact SIGTARP’s 
hotline. 

SIGTASP Hotline 877-810-2009 or www.sigtarp.gov 

One of SIGTARP’s primary investigative priorities is to operate the SIGTARP Hotline 
and provide a simple, accessible way for the American public to report concerns, allegations, 
information, and evidence of violations of criminal and civil laws in connection with TARP. The 
SIGTARP Hotline can receive information anonymously. SIGTARP honors all applicable 
whistleblower protections and will provide confidentiality to the fullest extent possible. 
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Tips for Avoiding Mortgage Modification Scams 


Homeowners struggling to make their mortgage payments should beware of con artists and scams that 
promise to save their homes and lower their mortage debt or payments. 

If you are struggling to pay your mortgage and are seeking a mortgage modification, keep the following tips in 
mind: 

■ You can apply to the federal Home Affordable Modification Program (HAMP) on your own or with free 
help from a housing counselor approved by the U.S. Department of Housing and Urban Development 
(HUD). Applying to the program is always FREE . For more information on how to apply, call the 
Homeowner’s HOPE™ Hotline at 1^88-995-HOPE (1-888-995-4673) or visit 
www.MakingHomeAffordable.gov. 

• Only your mortgage servicer has discretion to grant a loan modification. Therefore, no third party can 
guarantee or pre-approve your HAMP mortgage modification application. 

■ Beware of anyone seeking to charge you in advance for mortgage modification services - in most 
cases, charging fees in advance for a mortgage modification is illegal. 

■ Paying a third party to assist with your HAMP application does not improve your likelihood of receiving 
a mortgage modification. Accordingly, beware of individuals or companies that ask you for payment 
and tout success rates or claim to be “experts” In HAMP. 

■ If an individual or company claims to be affiliated with HAMP or displays a sea! or logo representing the 
U.S. government in correspondence or on the Web, you should check the connection by calling the 
Homeowner’s HOPE™ Hotline. 

■ Beware of individuals or companies that offer money-back guarantees. 

■ Beware of individuals or companies that advise you as a homeowner to stop making your mortgage 
payments or to not contact your mortgage servicer. 

Financially troubled homeowners can avoid scams by working with a HUD-approved housing counselor to 
understand their options and to apply for assistance. Assistance from HUD-approved housing counselors is 
free, and homeowners can reach them by calling the Homeowner’s HOPE™ Hotline at 1 -888-995-HOPE 
(1-888-995-4673) or by visiting www.MakingHomeAffordable.gov, 


This message is courtesy of the Office of the Special Inspector General for the T roubied Asset Relief Program 
(SIGTARP), the Consumer Financial Protection Bureau, and the U.S. Department of the Treasury. To report illicit activity 
involving HAMP, dial the SIGTARP Hotline at 1-877-SIG-2009 (1-877-744-2009). For more information, visit 
wvirw.SlGTARP.gov and www.ConsumerFinance.gov. 
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Post-Hearing Questions for the Record 
Submitted to Deputy Assistant Secretary Melissa Koide 
From Senator Daniel K. Akaim 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26,2012 

1. MyMoney.gov is the Federal Government’s website dedicated to teaching all 

Americans the basics about financial education. In evaluating the effectiveness of the 
website, has the Financial Literacy and Education Commission (“Commission”): 

a. Tested the usability ofMyMoney.gov with a representative sample of users; and 

b. Collected data to determine whether MyMoney.gov is reaching vulnerable 
communities most in need of financial education. 

The MyMoney.gov website is a portal or gateway to federal information about personal 
financial issues and decision-making. As currently designed, it enables users to identify 
and locate existing federal information on an array of financial issues. The Commission 
member agencies provide information to be featured on the site, and the Treasury 
Department has taken the lead as site administrator, including providing financial and 
management support for the site. 

Treasury provides financial support for ongoing usability testing and user satisfaction 
surveys concerning the MyMoney.gov site. The Department contracts with the Foresee 
organization for this work. A sample of site users is asked to provide feedback on the site 
via on-line surveys. Treasury and Foresee monitor results and benchmark the levels of 
reader satisfaction with other leading federal websites. Treasury has not been able to 
integrate special information collection activities to determine whether the site is 
effective for particular communities. 


2. If implemented, the National Strategy for Financial Literacy will address the U.S. 
Government Accountability Office’s recommendation that the Commission enhance 
its coordination of Federal financial literacy activities, and strengthen its role as the 
central clearinghouse for evidence-based research, best practices, and innovative 
approaches to financial literacy. 

a. Is the National Strategy ready to guide the efforts of the Commission’s 
member agencies, or are additional modifications necessary? If the National 
Strategy is final, please describe how the strategy guides the Treasury 
Department’s financial literacy and education efforts. 

b. Please describe the Commission’s progress specifically in strengthening its role 
as a centra! clearinghouse for research. 

The Commission’s 201 1 National Strategy for Financial Literacy has played an important 
part in framing the federal government’s role on this topic. Also, the strategy has been 
helpful for guiding partner states and private sector entities in their work in this area. 
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Over the coming months, as Chair of the Commission, Treasury will encourage the 
Commission to define one or perhaps two special topic areas to hone the Commission’s 
resources and “move the needle” on the topic(s). This approach will involve identifying 
and addressing policy issues and barriers, recruiting private sector partners to expand the 
work, and providing programmatic and other support. The Commission will emphasize 
the value of performance management and rigorous research in this work. 

While the Commission has not formally selected a topic area, youth financial education is 
an important area to focus on. There is a critical case to be made for spotlighting this 
topic. For example, the 2009 National Financial Capability Study found that young 
adults are more likely to engage in many high-risk financial behaviors, such as only 
making the minimum payments on credit cards, and less likely to report behaviors that 
help them prepare for their financial futures, such as planning for retirement,. Given the 
complex financial environment facing young people and the value of helping them 
understand how to make better decisions while they are young, we believe the impact of a 
youth focus can be significant for our nation’s future economic prospects. 

As mentioned in the written testimony, the Commission has made strong progress over 
the past year in the area of research and evaluation. The Commission released a list of 
research priorities - a research agenda - for the field this spring. Crafted by a working 
group led by staff of the Federal Reserve Board, the agenda is a roadmap for federai and 
private sector research and evaluation over the coming three to five years. Furthermore, 
the Commission will soon announce the development of an on-line clearinghouse, which 
will be presented as a section of the Mymoney.gov website, of federally-funded research, 
evaluation studies, and other analyses of financial education and financial capability 
strategies and topics. We envision that it will become the “go to” place for researchers, 
funders, and practitioners who are interested in keeping up-to-date on research in this 
area. 


3. Your testimony noted that the results from the Hawaii Family Finance Project, which 
is led by the Council for Native Hawaiian Advancement, were promising. Please 
elaborate on the results. 

Treasury’s Community Development Financial Institutions (CDFl) Fund and its Office of 
Financial Access, Financial Education, and Consumer Protection are collaborating in the 
implementation of the Congress ionally-mandated Financial Education and Counseling 
Pilot. The purposes of the pilot are to: 

• Increase the financial knowledge and decision-making capabilities of prospective 
homebuyers. 

• Assist prospective homebuyers to develop monthly budgets, build personal savings, 
finance or plan for major purchases, reduce their debt, improve their financial 
stability, and set and reach their financial goals. 

• Help prospective homebuyers to improve their credit scores by understanding the 
relationship between their credit histories and their credit scores. 
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• Educate prospective homebuyers about the options available to build savings for 
short- and long-term goals. 

While the long-term impact and return on uivestment are not yet known, there are some 
promising early findings. In its first year, the Hawaii Family Finance Project - led by the 
Council for Native Hawaiian Advancernent — served 718 families with an average of 4 
hours of financial counseling or training per family. Qntput goals were met in the first 
calendar year of operations. The pilot sites also met some impact goals, including having 
50% of participants establish long-term savings goals. Additional time will be needed to 
measure longer-term impact goals such as increased credit scores and increased numbers of 
families qualifying for home mortgages. 


4. In enacting the Pension Protection Act of 2006, Congress endorsed pairing automatic 
enrollment with automatic escalation, by incentivizing companies to establish default 
401{k) plan options that automatically enrol! employees at no less than a three percent 
savings rate, automatically escalate that rate by at least one percent for at least three 
years, and feature matching contributions. Have employers who adopted this 
prescribed default option pairing automatic enrollment with automatic escalation 
experienced positive increases in employee 401(k) plan participation and contribution 
rates? 

There is little empirical evidence available to date regarding changes in participation and 
contribution rates experienced by employers that have adopted automatic enrollment in 
conjunction with automatic escalation pursuant to the safe harbor automatic enrollment 
provisions that you mention (set out in Internal Revenue Code section 401(k)(13)). 
Moreover, we do not have data indicating how many 401(k) plan sponsors have adopted 
this safe harbor. However, much of the existing literature on default features within 
retirement plans has looked at the impact of automatic enrollment generally (without regard 
to the safe harbor) and typically finds that plan participation increases meaningftilly. For 
example, a recent analysis by Fidelity Investments (Fidelity) found that participation rates 
at companies with automatic enrollment plans stand at 82%, compared to a 55% 
participation rate at companies sponsoring plans without automatic enrollment.' 

Many employees under auto-enrollment regimes contribute at the default rate, and most 
401(k) plans set default contribution rates at a level lower than needed to achieve 
retirement security. Results from an AARP study show that the firms in a sample that 
adopted automatic enrollment on average had a default contribution rate of 3 .2%, with the 
majority of firms defaulting to 3%. According to the Fidelity analysis, opt-out rates are not 
higher for 401(k) plans with initial default contribution rates as high as 5%. 


5. The Thrift Savings Plan (TSP) Enhancement Act of 2009 authorized new Federal 
employees to be automatically enrolled in the TSP unless they opt out, with a default 
employee contribution rate of three percent of basic pay. Authorizing automatic 


Data based on more than 20,600 plans and nearly 1 1.7 million participants as of Sept. 30, 2011. 

3 


VerDate Nov 24 2008 


09:43 Oct 25, 2012 Jkt 075211 PO 00000 Frm 00131 Fmt 6601 Sfmt 6i 


P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


128 


enrollment in the TSP promoted a goal of the Federal Employees’ Retirement System 
Act of 1986 (FERSA), which was designed to encourage Federal employees to save at 
least five percent of their pay in the TSP. However, a small percentage of TSP 
participants do not proactively Increase their contribution rates to at least five 
percent. 

Would authorizing the Federal Retirement Thrift Investment Board to pair the TSP’s 
current auto enrollment at three percent with automatic escalation of one percent per 
year, for at least two consecutive years following the first year of enrollment, be an 
effective policy to fulfill FERSA’s goal of participants reaching at least a five percent 
TSP contribution rate? 

In addition, are there broader economic benefits associated with increasing 
retirement savings rates that Congress should consider when weighing whether to 
invest in efforts to encourage Federal employees to responsibly save for retirement? 

Future income security is likely to be the strongest economic benefit if federal employees 
are further encouraged by Congress to save responsibly for retirement. Based in part on 
Fidelity’s participant opt-out experience, we think the modest automatic escalation policy 
you mention is likely to be helpful in reaching a 5 % contribution rate for federal 
employees in the TSP. Other effective steps may also be available. For example, some 
401(k) plan sponsors have implemented automatic enrollment with an initial default 
contribution rate set at a level higher than 3%, such as 5% or 6%. Also, although federal 
employees participating in the government’s defined benefit system have a source of 
defined benefit plan retirement income not available to most private sector employees, it 
is important to note that, in order to achieve desired levels of retirement security, 
participants in defined contribution plans may need contribution rates well above 5%, 
such as 10%, 12% or higher. Accordingly, some 401(k) plan sponsors have been 
considering or implementing both higher initial default contribution rates and more 
extensive automatic escalation features that would reach contribution rates well above 
5%. Such approaches might well be worth considering for TSP participants as well, 
although insofar as they participate in the government’s defined benefit system, they have 
a source of defined benefit plan retirement income not available to most private sector 
employees. The design of such policies should also take into account that higher 
contribution levels may be more difficult for lower-income participants to achieve. 
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Questious for the Record 

Submitted to Ms* Mdissa Koide 
From Senator Ron Johnson 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26,2012 

1) Your written testimony mentioned the Department of Treasury’s Financial Education 
and Counseling Pilot Program, and, specifically, the Family Finance Project led by the 
Council for Native Hawaiian Advancement, which counseled 718 families in home- 
buying with a $3.15 million grant. That’s about $4,400 a family. Does that seem a 
reasonable price to you? 

Treasury’s Community Development Financial Institutions (CDFl) Fund and its Office of 
Financial Access, Financial Education and Consumer Protection are collaborating in the 
implementation of the Financial Education and Counseling Pilot, which was created 
pursuant to the Housing and Economic Recovery Act of 2008. The purposes of the pilot are 
to: 

• Increase the financial knowledge and decision-making capabilities of prospective 
homebuyers. 

• Assist prospective homebuyers to develop monthly budgets, build personal savings, 
finance or plan for major purchases, reduce their debt, improve their financial 
stability, and set and reach their financial goals; 

• Help prospective homebuyers to improve their credit scores by understanding the 
relationship between their credit histories and their credit scores. 

• Educate prospective homebuyers about the options available to build savings for 
short- and long-term goals. 

The CDFl Fund, working with the Office of Financial Access, Financial Education and 
Consumer Protection selected a grantee for the Hawaii pilot through a competitive selection 
process. The selected grantee, the Council for Native Hawaiian Advancement, entered into 
an agreement to achieve certain levels of performance to assist prospective homebuyers 
across the state of Hawaii. 

While the long-term impact and return on investment are not yet known, there are some 
promising early findings. In its first year, the Hawaii Family Finance Project - led by the 
Council for Native Hawaiian Advancement ~ served 71 8 families with an average of 4 
hours of financial counseling or training per family. This is the first year of performance on 
a three-year goal of serving 1500 families with an average of 4 hours of financial counseling 
or training per year. Output goals were met in the first calendar year of operations. The 
pilot sites also met some impact goals, including having 50% of participants establish long- 
term savings goals. Additional time will be needed to measure longer-term impact goals for 
the project, which include higher credit scores and increased numbers of families qualifying 
for home mortgages. 
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2) Since the Department of Treasury has a lead role in coordinating the Financial 

Literacy and Education Commission, how much do federal agencies spend on financial 
literacy efforts? 

a. Which agencies have assessed whether their spending on financial literacy is 
exceeded by the benefits gained? Does Treasury have performance metrics for 
these programs? 

In July 201 1, the Government Accountability Office (GAO) issued findings from its 
study of the cost and legal authority for federal financial literacy programs and activities. 
At that time, the GAO reported that a total of 10 federal agencies implemented 13 
separate financial literacy programs and activities. The total FY 201 1 budget amount for 
these programs was approximately $39 million. 

Each agency uses its own performance measures for managing its programs. While the 
programs have a common or shared focus area on financial literacy, the programs are 
very different - providing different types of services and addressing the needs of different 
communities and populations. 

The Commission has not yet developed comprehensive performance metrics for federal 
financial literacy and education programs. One of the important areas included in the 
research agenda that was recently developed by the Commission is the need to have 
common performance measures and metrics for use at the community level. The Treasury 
Department recognizes that federal agencies should do more to evaluate the effectiveness 
of their efforts, and if appropriate, identify options for consolidating or eliminating efforts 
that do not appear to be effective. 


3) The Commission’s implementation plan for the National Strategy for Financial 

Literacy mentions an effort to develop “a plan for federal action ... (to) determine and 
integrate core financial competencies.” 

a. What does the Commission believe are core financial competencies? What 
should every American know in order to be called “financially literate”? 

b. In August 2010, the Treasury published a proposed list of financial competencies 
in the Federal Register. Has that list be made final yet? I did not see it in the 
national strategy or implementation plan documents; why is it not in there? 

c. That proposed list in 2010 mentioned behaviors that signal financial competence, 
among them an ability to “develop a spending plan” and to “live within your 
means.” The federal government has not had a budget for more than three 
years, and its spending routinely exceeds its income. How do federal agencies 
bring any credibility to urging citizens to follow these good practices when it 
cannot do so itself? 

The Commission has identified five principles that form a clear franework for learning 
about financial decisions and making sound personal financial decisions. The five 
principles are designed to become a platform for sharing information on financial 
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decisions. The principles are: earn, save and invest, protect, spend, and borrow. These 
principles feature the core concepts involved in making day-to-day financial decisions. 
Over the coming year, the Commission will encourage its member agencies to integrate 
these concepts into their programs and messaging around financial capability. 

Additionally, these principles will be used on the revised MyMoney.gov website to help 
users find the information they are interested in. and boost their own financial knowledge. 
A self-assessment quiz will also be available for consumers to check their knowledge in 
these areas and direct them to materials that may help them fill any knowledge gaps. 

The Commission developed the principles with input from the public and from a range of 
public and private entities involved in financial literacy and education. Overall, the 
comments received indicated that the public and the financial literacy field are supportive 
of the principles. 


4) You testified that the federal government has a particularly important role in research 
and evaluation of financial education. Several schoolteachers later testified about their 
exemplary efforts at financial education, using ideas and curriculum from private- 
sector groups, such as the Council for Economic Education. 

a. In undertaking the federal role in research and evaluation, how many federal 
agencies on the Commission have contacted the Council on Economic Education 
and other private- or education-sector groups to learn what teachers are already 
finding successful or useful? 

b. What makes federal agencies better suited to research financial literacy than 
private- or education-sector groups already doing such research? 

c. Should the federal government instruct schools what they should teach about 
personal finances? 

d. Should there be national standards on what schools should teach people to make 
them financially literate? Does the government know enough to set those 
standards? 

Treasury, the Department of Education, and members of the Commission communicate 
and work regularly with private sector organizations with substantial track records in 
delivering financial education, like the Council for Economic Education. In fact, the 
Department of Education has funded various activities of the Council for Economic 
Education in recent years through its Cooperative Civic Education and Cooperative 
Education and Excellence in Economic Education programs. 

It is important for the public and private sectors to collaborate on many aspects of 
financial capability, including on research and evaluation. In keeping with this 
philosophy, the Commission has made strong progress over the past year to support the 
public and private sectors in furthering research and evaluation of financial literacy and 
education issues. For example, the Commission has worked closely with leading private 
sector entities in the financial literacy field in developing a list of research priorities - a 
research agenda - for the field this spring. The document will serve as a roadmap for 
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federal and private sector research and evaluation over the coming three to five years. 
Furthermore, the Commission will soon launch a free, puhlicly-available online 
clearinghouse of federally-funded research, evaluation studies, and other analyses of 
financial education and financial capability strategies and topics. The clearinghouse will 
be a helpful tool for the research community overall - including those based in private 
sector entities and those working in federal agencies. The Commission is eager to 
facilitate and support additional research that will improve the quality and availability of 
information and tools for personal financial decision-making. 

The Commission’s role is to encourage coordination and collaboration and to reduce any 
duplication of effort among federal agencies concerning financial literacy and education. 
The Commission has not disseminated standards for school-based financial education. 
The Commission has, however, provided resources that parents, teachers, school districts, 
and others can use in the classroom and elsewhere through the mymoney.gov website. 
The revised MyMoney.gov website, which will be available soon, will make it easier for 
teachers and educators to find materials for their use and for parents and students to find 
youth-focused materials that may assist them. 
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Post-Hearing Questions for the Record 
Submitted to Director Alicia Puente Cacklcy 
From Senator Daniel K. Akaka 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26, 2012 

1 . Comptroller General Dodaro has made promoting greater financial literacy in the 
United States a top priority. Please describe the Comptroller General’s long-term strategic 
goals for enhancing Americans’ financial capability. 


The Comptroller General has five long-term strategic goals for enhancing Americans’ financial 
capability. They are: 

1) That all federal financial literacy efforts authorized by Congress or the Administration are 
efficiently run and effective in achieving their objectives. 

2) That there has been thorough, professional research conducted on what financial literacy 
approaches are effective, and that the results are widely disseminated. 

3) That the federal government is taking full advantage, through its regular interactions with the 
public, to further financial literacy goals. 

4) To ensure that GAO is a model employer for its employees and that there are similar 
programs throughout the federal government that incorporate best practices in financial literacy 
education. 

5) That GAO builds effective partnerships with other federal government agencies, other 
government sectors, the private sector, non-profits, and academia to foster a continuous dialogue 
on how to improve efforts in financial literacy. 

With regard to the fourth goal of becoming a model employer, GAO has established a workplace 
financial literacy program. This program includes several elements. First, GAO has started a 
Financial Literacy Speakers Series, where we invite speakers to discuss retirement benefits, 
saving for college education, and other topics several times a year. Second, GAO is developing 
structured training for its staff, which will deliver financial planning information when staff are 
most likely to need it, such as when they are hired, promoted, or approaching retirement. Third, 
in April GAO established an internal financial literacy website, which includes links to online 
resources to help inform employees’ financial decisionmaking and contacts for employees in 
need of more personalized services. Finally, a critical part of this effort will include the design 
and implementation of a monitoring and evaluation protocol, which will allow GAO to 
understand the effects of its workplace program and identify areas where it can make 
improvements. 

In addition, GAO plans to leverage its unique position to promote financial literacy outside of the 
agency and is exploring ways to integrate financial literacy into the engagement and reporting 
process as appropriate. As we noted in our testimony, the federal government is distinctive for its 
size and reach, and for the diversity of its components, which address a wide array of issues and 
populations. As a result, this work would largely be geared toward encouraging federal agencies 
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to integrate financial education into existing government services and leverage the regular 
interactions they already have with the public. GAO is considering ways to identify ongoing 
work relevant to financial literacy and ensure that these issues are being addressed. We will also 
work to identify critical financial literacy issues that may warrant consideration for engagements 
done under the Comptroller General’s authority. Relevant reports will be highlighted under a 
new “Financial Literacy” collection on our website for ease of identification for users of our 
reports. Additionally, GAO is considering ways to disseminate the financial literacy messages in 
our reports via various channels, including podcast, web chats and various forms of social media 
to reach a broader audience, where appropriate. Lastly, GAO is exploring strategic partnerships 
with other stakeholders to promote financial literacy more broadly. This effort will ultimately 
include monitoring and evaluation procedures to help ensure our work in this area is productive. 

2. My provision in the Dodd-Frank Wall Street Reform and Consumer Protection Act 
required the U.S. Government Accountability Office (GAO) to conduct a study of mutual 
fund advertising and its effect on investor behavior. GAO’s report recommended that the 
U.S. Securities and Exchange Commission (SEC) and the Financial Industry Regulatory 
Authority (FINRA) take steps to make sure ail fund companies are notified about new 
interpretations of existing rules for fund advertising. Both regulators agreed with this 
recommendation. Please describe what actions the SEC and FINRA have taken to 
implement this recommendation. 

In response to our recommendation in our report, “Mutual Fund Advertising: Improving How 
Regulators Communicate New Rule Interpretations to Industry Would Further Protect Investors” 
(GAOl 1-697), SEC’s Chairman wrote a letter to the Chairman and CEO of FINRA in July 201 1 
requesting that it review its methods for disseminating new rule interpretations on fund 
advertising, with a view toward enhancing transparency of the interpretations, and to provide a 
report to SEC on the results. In October 2011, FINRA responded with an explanation of the 
efforts it had taken to improve the transparency of its rule interpretations. FINRA agreed to 
ensure timely publication of any significant new interpretation of the advertising rules that 
affects a broad section of the industry. Further, it said that it plans to use other media to notify 
the industry of new interpretations including emails, webinars, or other electronic methods. 


3. GAO has found that Americans with limited English proficiency face significant 
barriers to financial literacy. This places them at greater risk for predatory practices and 
poor financial decisions. In your view, how would promoting greater financial literacy 
among those with limited English proficiency benefit individual consumers and the 
economy as a whole? 

A significant and growing number of Americans have limited English proficiency. As we 
reported in our report, “Consumer Finance: Factors Affecting the Financial Literacy of 
Individuals with Limited English Proficiency” (GAO-10-518), according to 2008 Census 
statistics, more than 12 million adults reported they did not speak English well or at all. 
Improving financial literacy for this population would have the same benefits that it would for 
the population as a whole. The ability to understand financial choices, plan for the future, and 
spend wisely are key factors in improving any consumer’s economic well-being and security. 
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Poor money management and financial decision making can lower a family’s standards of living 
and interfere with crucial long-term goals, such as buying a home and financing retirement. 
Moreover, the economy as a whole can benefit from improved financial literacy among 
individuals with limited English proficiency, as with other populations. For example, financial 
markets work best when consumers understand how financial services providers and products 
work and know how to choose among them. In addition, our income tax system requires citizens 
to have an adequate understanding of the tax system and financial matters in general. Financial 
literacy is also important in ensuring that Americans who receive public assistance successfully 
transition to greater self-sufficiency. 

Financial literacy may be particularly important for populations with limited English proficiency 
because a lack of proficiency in English can create significant barriers to financial literacy and to 
conducting everyday financial affairs. For example, as we reported in GAO-10-518, service 
providers and consumers with limited English proficiency told us that because most financial 
documents are available only in English, individuals who do not speak English well can face 
challenges completing account applications, understanding contracts, and resolving problems, 
such as erroneous bills. In addition, financial education materials — such as print material, 
websites, broadcast media, and classroom curricula — are not always available in languages other 
than English and, in some cases, Spanish. Further, information and documents related to 
financial products tend to be very complex and can use language confusing even to native 
English speakers. Further, evidence suggests that such populations are less likely than the U.S. 
population as a whole to have accounts at banks and other mainstream financial institutions and 
more likely to use alternative financial services — such as payday lenders and check-cashing 
services — that often have unfavorable fees, terms, and conditions. The Federal Trade 
Commission and immigrant advocacy organizations have noted that some populations with 
limited English proficiency may be more susceptible to fraudulent and predatory practices, 
which financial education may help prevent. 


4. The Thrift Savings Plan (TSP) Enhancement Act of 2009 authorized new Federal 
employees to be automatically enrolled in the TSP unless they opt out, with a default 
employee contribution rate of three percent of basic pay. Authorizing automatic 
enrollment in the TSP promoted a goal of the Federal Employees’ Retirement System Act 
of 1986 (FERSA), which was designed to encourage Federal employees to save at least five 
percent of their pay in the TSP. However, a small percentage of TSP participants do not 
proactively increase their contribution rates to at least five percent of basic pay. 

Based on existing literature examining the impact of automatic enrollment paired with 
automatic escalation, would authorizing the Federal Retirement Thrift Investment Board 
to pair the TSP’s current auto enrollment at three percent with automatic escalation of one 
percent per year, for at least two consecutive years following the first year of enrollment, 
be effective in achieving FERSA’s goal of TSP participants reaching at least a five percent 
contribution rate? 


3 


VerDate Nov 24 2008 


09:43 Oct 25, 2012 Jkt 075211 


PO 00000 Frm 00139 Fmt 6601 


Stmt 6601 


P:\DOCS\75211.TXT JOYCE 



H605-41331-79W7 with DISTILLER 


136 


In addition, are there broader economic benefits associated with increasing retirement 
savings rates that Congress should considerwhen weighing whether to invest in efforts to 
encourage Federal employees to responsibly save for retirement? 

Little is known about the extent to which federal employees might opt out of automatic deferral 
increases within the TSP. While it is likely that some federal employees would opt out of 
automatic escalation, it is also likely that the number of employees deferring 5 percent or more 
would increase. Several studies of private sector defined contribution plans with automatic 
escalation features have found that employees generally accept the default arrangement and 
allow their deferrals to increase over time. Some of the literature also suggests that auto- 
escalation has a larger effect on lower income employees, a group which otherwise may be likely 
to save less. 

By pairing a higher contribution rate with automatic enrollment, Congress could encourage a 
larger number of federal employees to start saving for retirement — earlier in their careers — 
giving participants a better opportunity to take advantage of compounding for the long-term 
growth of their retirement savings. This should lead to larger account balances and presumably 
larger incomes during retirement. To the extent that the proposed automatic increase in 
employee contributions leads to additional net savings for the economy, it should also foster 
additional investment and ultimately additional economic growth and employment. 
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Questions for the Record 
Submitted to life. Alicia Puente Cackley 
From Senator Ron Johnson 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26 , 2012 

1) Do we know how much the federal government is spending on financial literacy? 
a. Whose responsibility is it to track that? 

GAO will be issuing a report in mid-July (GAO-12-588) that will provide cost estimates for the 
federal government’s most significant financial literacy and housing counseling programs and 
activities. Apart from this work, to our knowledge no federal entity tracks spending on financial 
literacy across the federal government. 


2) You pointed out that Consumer Financial Protection Bureau (CFPB) has some 

financial education duties, laid out in the Dodd-Frank law, that are similar to what the 
Treasury, the Federal Trade Commission, the Department of Labor, the Social Security 
Administration and the Securities and Exchange Commission are already supposed to 
do. 

a. Could this mean that the authors of Dodd-Frank believed the efforts of those 
other agencies were failing or were inadequate? 

b. Do we have some evidence that CFPB will succeed where those other agencies 
failed? 

We have not done the work necessary to answer these questions. However, we plan to issue a 
report in July (GAO-12-588) that will provide information about the role of CFPB in addressing 
financial literacy. 
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Questions for Assistant Director Camille Busette 
Consumer Finaiicial Protection Bureau 

U.S. Senate Committee on Homeland Security and Governmental Affairs 
Subcommittee on Oversight of Government Management, the Federal Workforce, 
and the District of Columbia 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26, 2012 

Questions from Chairman Daniel K. Akaka 

1 . The U.S. Government Accountability Office (GAO) has reported that a challenge facing 
the Financial Literacy and Education Commission (“Commission”) is limited resources, 
which may increase the diflSculty of effectively implementing the national strate©'. As 
you know, the Commission has no independent budget, no dedicated staff, and is forced 
to rely upon financial and in-kind donations from its member agencies. What resources 
and staff does the Consumer Financial Protection Bureau (CFPB), as Vice-Chair of the 
Commission, plan to share with the Commission? 

The CFPB’s Director serves as the Vice Chair of the Commission. In addition, staff from the 
CFPB’s Office of Financial Education also participate in the Commission subcommittees that 
are responsible for advancing the work of the Commission. 

2. At the hearing, it was noted that a consumer who knows the right questions to ask, 
understands economic fundamentals, and most importantly, has the confidence to 
challenge products that seem too good to be true, is a regulator’s best weapon in 
consumer protection. How are the CFPB consumer protection and financial education 
components working together to make each more effective? 

A well-functioning marketplace for consumer financial products and services is one where 
consumers can see prices and risks up front and where they can easily make product 
comparisons; where the opportunities to build a business model around unfair, deceptive, or 
abusive practices are minimized; and one that works for American consumers, responsible 
providers and the economy as a whole. 

In the Office of Financial Education, we are focused on ensuring that consumers have the 
information they need to make informed financial decisions. We understand that the 
Bureau's consumer protection components are essential to ensuring that the market functions 
well. For that reason, we coordinate with other CFPB offices on policy development, 
outreach, and other activities that are critical to ensuring that the market operates 
transparently and efficiently. 
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3. Ms. Bair’s testimony discussed research fliidtog that unexplained or unexpected fees 
were the most common reason that households leave the banking system. To mitigate 
this problem, she recommended that the C3FPB require all financial institutions to 
provide a clear, concise, and uniform disclosure that highlights important fees and 
terms of checking accounts. Will the CFPB implement this recommendation? 

While we strongly advocate for transparent pricing and disclosures, better transparency alone 
may not help consumers select better accounts because, for example, people often do not 
anticipate incurring overdrafts at the time they enroll in new accounts. As a result, in 
February, we launched a research effort to review what practices and processes are at work 
with respect to overdrafts and how they affect consumers. In connection with this effort, we 
published a notice and request for information in the Federal Register (See 77 Fed. Reg. 
12031 (February 28, 2012) and 77 Fed. Reg. 24687 (April 25, 2012) (extending the comment 
period to June 29, 2012)). 

Part of this analysis includes an inquiry into: 

• How consumers are informed of alternatives to overdraft protection programs and 
how such alternatives are marketed to new customers, existing customers, and to 
particular customer segments; 

• How posting order rules are communicated to consumers and the extent to which 
consumers understand them; and 

• Changes in consumer behavior or understanding of overdrafts that have resulted from 
the changes that took effect in Regulation DD in 2010. 
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QuestiftBS for AssistantOirector CamiHe Busette 
Consumer FiBaii«»l Proteefion Bureau 

U.S. Senate Comniiitcr on Homeland Security and <;o\crismcnSal Affairs 
Subcommittee on Oversight of Government Management, the Federal Workforce, 
and the District of Columbia 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26 , 2012 

Questions from Ranking Member Ron Johnson 

1) You testified that the Consumer Financial Protection Bureau (CFPB) is studying two 
existing financial education programs to find out whether they increase consumers’ 
ability to manage their finances. 

a. How does CFPB’s research differ from work already done in the private and 
education sectors to study and spread effective financial education practices? 

The CFPB’s financial education research is focused on identifying the conditions 
under which particular methods and approaches to financial education are ctfeclivc. 

In order to generate the types of data that will allow the Bureau to inform the work ol' 
the financial education ecosystem that serves millions of American consumers, the 
Bureau is focused on applying rigorous quantitative metliods, such as random control 
testing, to evaluate the effectiveness of financial education. This type of methodology 
generally yields more robust results. Our goal is to share the results of our work 
broadly so that all stakeholders engaged in financial education have the latest and 
most evidence-based results about how best to improve the financial literacy of 
consumers. 

b. Describe the CFPB’s collaboration, if any, with the Council on Economic 
Education and other non-governmental groups working to spread best practices 
in financial education. 

The CFPB’s Office of Financial Education has a very active outreach effort, which 
enables us to engage in frequent and rich dialogue with a variety of stakeholders from 
the non-profit, private, and government sectors. Staff from the Office of Financial 
Education are frequent keynote speakers and we conduct webinars and listening 
sessions on a variety of topics. Each of these activities allow us to exchange 
information so that the American consumer Is better served by the Bureau and others 
engaged in improving consumers’ abilities to make better informed financial 
decisions. 
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2) Does the federal government know what the core finaadal competencies are that 
cifeens should possess? 

a. If the government has made finattcisl Bteracy a priority since 2002, how is it 
we’re only developing that list of competencies now? What’s taking so long? 

The Financial Literacy and Education Gotamissitm has been active in methodically and 
comprehensively defining core financial liteiacy competencies. The CFPB’s Office of 
Financial Education is active in the Commission, both as a result of the CFPB Directors 
position as Vice Chair, and as a result of our eng^ement in the various constituent 
subcommittees. The CFPB’s Office of Financial Education is therefore both aware of and 
supportive of the Commission’s work. It is important to note that each agency has a different 
mandate, mission, and target audience for its financial literacy work. The Commission’s 
work appropriately reflrets that distribution of responsibility and differences in mandates and 
target audiences among its constituent agencies. 

3) You testified about CFPB’s “Know Before You Owe” effort to streamiiie mortgage 
closing disclosures. How did disclosures become so complicated in the first place? 

The “Know Before You Owe” project is related to the CFPB’s implementation of section 
. 1 032(f) of the Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-Frank 
Act”), which directs the Bureau to propose rules and forms combining certain mortgage 
disclosures under the Truth in Lending Act (“TILA”) and the Real Estate Settlement 
Procedures Act (“RESPA”) by July 21, 2012. The Dodd-Frank Act established two goals for 
the combined forms: to improve consumer understanding of mortgage loan transactions; and 
to facilitate industry compliance with TILA and RESPA. To meet these goals, the Bureau 
has conducted extensive outreach and testing of prototype forms with consumers and 
industry, provided the public with the opportunity to comment on tlie forms through the 
CFPB’s website, and convened a panel to consider the impact of the forms and rules on small 
financial services providers.' 

There are a number of reasons for the complexity of the current disclosures, One reason is 
that TILA and RESPA require lenders and settlement agents to provide consumers who take 
out a mortgage loan separate but overlapping disclosure forms regarding the loan’s terms and 
costs. In addition, while the Board of Governors of the Federal Reserve System was 
responsible for the TILA disclosures, the U.S. Department of Housing and Urban 
Development was responsible for the RESPA disclosures. This separation of disclosures and 
responsibility has long been recognized as confusing for consumers and inefficient and 
burdensome for industry. To address these concerns, the Dodd-Frank Act transferred 
responsibility for TILA and RESPA to the Bureau and directed the Bureau to combine the 
disclosures. 

Another reason for the complexity of the disclosures is that they reflect the complexity of the 
underlying mortgage loan and real estate transactions. To some extent, this complexity is 
unavoidable. Through extensive testing, however, the Bureau has developed prototype 


For more infonnation on the CFPB’s Small Business Review Panel, see 
http://www.consunierfmance.gov/blog'sbref3-sinalliprovidere-and-niortgage-disclosure/. 
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disclosure forms that present key information about interest rates, monthly payments, and 
closing costs to consumers on the first page ofthe fena, which is designed to be clear and 
understandable. More complicated information rtiout the transaction is provided on 
subsequent pages.^ 

An additional reason for the complexify of the diatlosures is that, over the years. Congress 
has added a number of additional items to tte disclosures. For example, in 2005, Congress 
added a new TILA disclosure regarding the tax implications of taking out a loan for an 
amount that exceeds the fair market value of the property.* Similarly, in 2008, Congress 
added new TiLA disclosures requiring payment examples for adjustable-rate loans, 
statements regarding changes in payments, and a statement informing the consumer that 
refinancing is not guaranteed.'* As discussed below, the Dodd-Frank Act added several more 
disclosures. Through its testing, however, the Bureau has developed fonns that organiEe and 
present this information in a manner that helps consumers understand the transaction and 
helps industry comply with the law. 

For all of these reasons, the Bureau believes that its rulemaking under section 1032(1) of the 
Dodd-Frank Act will substantially reduce the complexify of the TILA and RESPA mortgage 
loan disclosures. 

a. The Bureau’s Know Before You Owe website says its streamlined prototypes 
aren’t shorter or'simpier. It says, “When you see these prototypes, you may 
think, ‘This doesn’t look shorter or simpler than the current disclosures.* You’re 
right.” It says, “These additions arc new disclosures required by the Dodd- 
Frank Act.” So is the Dodd-Frank law making disclosures longer? 

b. If Dodd-Frank is not making disclosures longer, why did your agency’s website 
say it was doing so? 

thd Dodd-Frank Act added a number of new items to the TILA mortgage disdosures that ae 
subject to section 1032(f) of the Dodd-Frank Act. For example, the Dodd-Frank Act added 
information regarding escrow payments, the aggregate amount of settlement charges, 
the approximate wholesale rate of funds in connection with the loan, and the total amount of 
interest paid over the life of the loan as a percentage of the loan amount.* In addition, the 
Dodd-Frank Act created several new separate or “stand alone” TILA mortgage disclosures. 
These disclosures include information about negative amortization, anti-deficiency 
protections, and the lender’s partial payment policy.^ 


^ Samples of these forms are available on the CFPB's website at http;//www.consumerfinance.gov,'biog/know- 
betbre-you-owe-the-last-dance-or-is-it/. 

’ Bankruptcy Abuse Prevention and Comamer Protection Act of 2005 (P.L. l09-8(April 20, 2005)). 

SectionsasO! of tie Housing and EcammicBecmery Act of 2008 (P.L. 11 0-2S9, enacted on July 

-JO, 2008, afflended by the Emergency Economic SisiiUbmim Act of 2008 (P.L. 1 10-343 (October 3, 2008)). 
These additional disclosure requirements are codifiedM 15 U.S.C. 1 638(b)(2), 

’ Dodd-Frank Wall Street Reform and Consumer Protection Act § 1419 (P.L. 1 11-203 (July 21, 2010)). 

* M §§ 1414, 1461, and 1462. 
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The quoted language was originally posted in November 2011, when we released the first 
prototypes of the Settlement Diselosuit form that-combines these new Dodd-Frank Act 
disclosures with the TILA disclosure tlwt is generdly provided three business days before 
closing and the HUD-1 settlement statemeniihat is generally provided at closing.’ Although 
fitting all of this required information into one: fonn reduces the burden on consumers and 
industry, it also made the forra longer than exf^ed and we thought it was important to 
explain why so that the public could provMe:infi>nned feedback. 

However, throughout our development of the forms, we have used testing and outreach to 
refine and simplify the disclosures. Our current prototype Loan Estimate fonn that would be 
provided three business days after application is just three pages, but incorporates seven 
pages of requM disclosures.* Our current prototype Settlement Disclosure is five pages, 
but incorporates at least nine pages of disclosures.’ Also, based on feedback from consumers 
and industry and the testing results, the CFPB is considering whether to use its authority 
under TILA, RESPA, and the Dodd-Frank Act to exempt creditors from providing certain 
disclosures that may not be useful to consumers. 

4) You testified about a financial aid online tool that the CFPB is testing. Are you familiar 
with existing private-sector tools, like the “Student Loan Game Plan” site offered by the 
nonprofit Iowa Student Loan organization, or the RepayReady site offered by 
NorthStar Education Services? 

a. What will your online tool offer that existing private-sector tools do not? 

Educating consumers is a critical part of the CFPB’s mission. We have thought carefully 
about how to supplement the existing work of other fedei-al, state, and local government, as 
well as the private sector, including offerings like those offered by the orgmiizations you 
reference. 

As part of our work to assist students to make more informed decisions about student loans, 
we have worked closely with the Department of Education on a number of projects, 
including our Know Before You Owe project to improve financial aid information. 

In April, we began testing an online tool to help families plan for the costs of post-secondary 
education. We collected feedback on this early prototype to determine what information 
students and families found helpful that they might not otherwise be able to find through 
otlier means. One example of a feature not currently offered in the marketplace is the 
“Military Benefit Calculator” that can estimate education benefits for servicemembers, 
veterans, and their families. Ibe beta version of the tool included this calculator, and we will 
continue to work witli the Department of Veterans Affairs and the Department of Defense £b 
this project progresses. 


' Se^http;//www.consumerfinance.gov/knowbefor^*ouow€/. 

J 5i>ehttp;//filesxonsiimert1naflce.gov/l''2{it2/02/'20l20220_cipb_tupelo-loan-estimate.pdf. 

6>£'http://filesxonsumerfinance.gov/rai2/02/2012^20j4>b_faass\vood-settlemetit-disclosure.pdf. 
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More broadly, we will continue to leverage the work of existing tools made available by 
public and private sector organiiations as we develop tools and information to educate 
consumers. 

5) When yon were asked to describe collaboration between the CKPB and other federal 
agencies in the FLEC, you mentioned the commission’s monthfi meetings. Can you 
describe what actual benefits citir.cns have seen as the resuit of your eallaboratio!!? 
a. Describe speciBcally how the bureau’s collaboration has improv ed ruiancial 
literacy. 

The Commission has a variety of subcommittees that meet more frequently than the 
Commission itself. The CFPB’s Office of Financial Education is actively involved in these 
subcommittees. Our roles vary from active participant to chair, depending upon the 
committee. We have been instrumental in collaboratively guiding and contributing to the 
subcommittee efforts and the deliverables that have been aiticulated by these committees 
reflect the unique statutory responsibilities of the CFPB. 

At a recent FLEC meeting, CFPB Director Richard Cordray highlighted the CFPB’s new 
online tool for consumers, “Ask CFPB.” He stressed that this site is meant to be interactive and 
welcomed suggestions, as this resource is meant to be an interactive and evolving system. He 
also discussed the Bureau’s “Know Before You Owe” initiatives as an example of diminishing 
the abundance of dense, fine-print documents that often accompany many consumer choices. 

The OfiFice of Financial Education has also collaborated on a bilateral basis with the IRS to 
inform Earned Income Tax Credit -eligible recipients of opportunities to invest some of their 
tax refunds in qualified .savings vehicles. This tax year, the CFPB worked through Volunteer 
Income Tax Assistance sites with volunteer tax preparers to publicize these options! to the 
relevant taxpayers. Such collaboration allows consumers to understand their financial 
options, and therefore, allows them to be more informed about their choices at tax time. 
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Post-Hearing Questions for the Record 
Submitted to Professor Brigitte Madrian 
From Senator Daniel K. Akaka 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26 , 2012 

1. At the hearing, you noted that evidence from the private sector indicates automatic 
escalation is “extremely effective at increasing employee savings rates,” and 
recommended Congress consider including automatic escalation into the Thrift Savings 
Plan (TSP). 

To accomplish this, I have introduced the Save More Tomorrow Act of 2012, which 
authorizes the Federal Retirement Thrift Investment Board, the agency that administers 
the TSP, to pair the current auto enrollment at three percent with automatic escalation of 
one percent per year, for at least two consecutive years following the first year of 
enrollment. This promotes a goal of the Federal Employees’ Retirement System Act of 
1986 (FERSA), which was designed to encourage Federal employees to save at least five 
percent of their pay in the TSP. 

This bill would be limited in scope, since currently only about nine percent of employees 
in the Federal Employee Retirement System enrolled in the TSP contribute less than five 
percent. However, modifying the TSP to increase the retirement savings of this small 
percentage of participants will slightly increase agency matching contributions for 
employees in the TSP. 

From a macroeconomic perspective, are there broader economic benefits associated with 
increasing retirement savings rates that Congress should consider when weighing whether 
to invest in efforts to encourage this small group of Federal employees to responsibly 
save for retirement? 


ANSWER; In the long-term, increasing retirement savings rates, especially for 
those who are least inclined to save, reduces the possibility of future reliance 
on state and federal social welfare programs for the poor elderly, including 
Medicaid, SSI, and other targeted programs. This, in turn, reduces the need to 
raise tax revenue to finance these benefits. 

In the long-term, increased saving also fosters greater investment which leads to 
greater long-term economic growth. 

In the short-term, increased saving may in fact reduce the pace of economic 
recovery until the benefits of greater investment noted above kick in. 
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Post-Hearing Questions for the Record 
Submitted to Director Mark Calabria 
From Senator Danici K. Akaka 

“Financial Literacy: Empowering Americans to Prevent the Next Financial Crisis” 

April 26, 201 2 

1 . In your testimony, you noted that “we ail share a desire to see consumers make better and 
more informed choices. We must, however, when evaluating public policy remember 
that intentions and outcomes are not the same thing,” and “the true measure of success is 
whether households are making good financial decisions and behaving in a responsible 
manner.” I agree that we must focus on improving financial outcomes, and support 
adopting a flexible approach, informed by rigorous empirical evidence. 

For example, when it comes to increasing retirement savings rates, studies have found 
that choosing the most appropriate default options while maintaining freedom of choice 
results in considerably better outcomes compared to financial education alone. As 
Professor Madrian noted at the hearing, there is over a decade’s worth of research 
demonstrating automatic enrollment improves financial outcomes, and evidence from the 
private sector indicates that automatic escalation is “extremely effective at increasing 
employee savings rates.” 

From the perspective of seeking to improve financial decision-making, would you 
recommend, as Professor Madrian did, that Congress authorize automatic escalation in 
the Thrift Savings Plan (TSP) to encourage Federal employees to save more of their pay 
for retirement? 


Calabria 

A. Yes, as long as such escalations were limited to federal employees enrolled in 
TSP and that said employees maintained an opt-out. 
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